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The “Power Question” 
The Birth of a New Political Shibboleth 


‘ e recent publication in this magazine of a scathing arraignment of 
public utility corporations in general and of the electric utilities in 
particular by Senator CHARLES W. Norris has, (as the author of this 
article expressed it) “blasted the way wide open for a counter attack.” 
Mr. Leech here sets forth the provocative view that the “power question” 


is not primarily a stud 


in economics, but of psychology—and is being 


projected into the spotlight by certain politicians who see in it a chance 
of “avoiding a definite line-up on the liquor question.” 


By HARPER LEECH 


tion”? That such a question ex- 

ists in some form or other is 
indisputable, because the phrase has 
now attained such a degree of repeti- 
tion in certain arenas of discussion as 
to assure us that a new political shib- 
boleth has been born into the world. 

It is also observable that the ideas 
associated with the phrase have in 
some quarters attained that vague, 
grandiose, and apocalyptic character 
which Gustave Le Bon, in his master- 
ly work, “The Crowd,” pointed out is 
the invariable quality of any idea 


ik what is the “power ques- 


which captures mob attention and 
which is capable of being used as a 
lever to inspire mob action. 


| ie convinced that the realities of 
the “power question” have little to 
do with electric power in a physical 
sense, and very little to do with the 
economics of the production and dis- 
semination of power. I am equally 
convinced that the realities of the 
power question have but a slight rela- 
tion to questions of finance, corporate 
structure, rates, or any other of the 
many subjects which are the apparent 
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subject matters of the controversy. 
It is a psychological phenomenon. 


ies of course, aware that this con- 
ception of the question will meet 
with little approbation on either side 
of the controversy which has arisen 
over the relations of the electric light 
and power industry to the state and 
to the public. 

Advocates of the status quo, quite 
as much as those who have been at- 
tacking the industry and its practices, 
have discussed the various issues of 
the controversy as if questions of 
physics and economics were really 
pertinent. 

The industry and its friends have 
produced a profound and masterly 
literature of scientific and economic 
affirmation, demonstrating that the 
growth and present status of the in- 
dustry have been normal and benefi- 
cial phases of the general progress of 
capitalistic society to greater common 
weal through the application of sci- 
entific technology and financial meth- 
ods adapted to the progress of applied 
science. 


O’ course, the long run effect and 
value of such interpretative ef- 


forts is incalculably great. What we 
are discussing here is the politics and 
polemics of the immediate present. 
As the electric light and power indus- 
try is a great social institution, its 
managers must think in terms of years 
and decades to come. 

Having participated to some slight 
extent in that effort to inventory and 
evaluate the electric light and power 
industry, it would be unnatural for 
me to decry the value of the work. 
However, its principal function has 
been to give those in the industry a 


better idea of their place in history 
and their social responsibilities. 

In building up understanding and 
good will it is necessary that the 
executives of such institutions should 
take for their models the statesman- 
ship which plots national policies 
generations in advance. While the 
industry has a history covering little 
more than one generation, it has a 
future which can only be measured in 
centuries. 

Modern salesmanship has certainly 
taught us that ninety or more per cent 
of human reasoning consists of the ra- 
tionalization of emotions. Modern 
psychology, so far as it has been de- 
veloped, tells us the same story and 
modern historical criticism backs it 
up. However, if none of these con- 
tributions of salesmanship, psycholog- 
ical experiment, and historical criti- 
cism taught that lesson, I would still 
be convinced that emotion and person- 
ality account for nearly everything in 
the human drama, and that the rules 
of formal logic have had little or noth- 
ing to do with the tides of history. 


NE of the fundamental rules of 
logic is that which bars the argu- 
mentum ad hominem. Yet every 
working newspaper man fit to hold 
his job, knows that the determining 
factor in any situation or movement is 
the “kind of people” concerned. Long 
before psychologists were anything 
but metaphysicians, newspaper men 
knew this and based their life work 
upon it. So utterly trite and common- 
place was this knowledge that few, if 
any, ever attempted to express it or 
reduce it to a formula. 
Every competent city editor, tele- 
graph editor, and reporter in the Unit- 
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The Reactionary Records of the So-called “Liberal” 
Proponents of Economic Changes 


66 N examination of the names of the 
politicians and publicists who are 
now engaged in an effort to restrict and 
emasculate the electric light and power in- 
dustry particularly, will show that in that 
period of our economic history when the 
railroads were in the van of our economic 
progress and attracted some of our best 
leadership, these same people were engaged 
in the effort to shackle railroad leadership 
and to enmesh our rail transportation sys- 
tem in bureaucratic bonds. Their 
real motive, of course, was to diminish the 
importance of leadership.” 





ed States today is working on the as- 
sumption that the “kind of people” de- 
termines news values and the course 
of history. Any reporter worth his 
salt can give a very good sketch in ad- 
vance of the average physiognomy, 
age rations, sex ratios, and occupa- 
tions of any meeting or convention he 
is to cover hours before the meeting 
assembles. He knows exactly what 
kind of people are drys and what kind 
are wets, what kind believe in the 
League of Nations, faith cures, vege- 
tarianism, dreadnaughts, airplanes, 
pugilism, and what not. It is equally 
possible to say ex cathedra what 
groups of people will favor the pri- 
vate ownership of the utilities and 
what groups will seek to put them un- 
der more rigid bureaucratic control. 
The formidable documentary evi- 
dence of a widespread interlocking 
plan of certain groups to further gov- 
ernment ownership of the utilities by 
a gradual encroachment of govern- 


ment into that field, is interesting, but 
it is merely a confirmation, not a dis- 
covery. 

The conscious co-operation of these 
groups is not at all important. They 
act that way simply because they are 
that kind of people, their co-operative 
organization is purely incidental. 


Some years ago a large number of 
people interested in dietary no- 
tions and reforms assembled in Chica- 
go and Dr. Ben Reitman, Chicago’s 
picturesque hobo philosopher, attend- 
ed the meeting. Afterward he in- 
formed a friend: 

“You know, I felt right at home. 
I used to be associated with a lot of 
those fellows in the anarchist move- 
ment.” 

An examination of the names of in- 
dividuals and groups now concerned 
about the “power question” will dis- 
close that the same persons and 
groups or their prototypes haye at 
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other times been concerned about oth- 
er questions, and what they say about 
the power question now can be derived 
from what they said formerly about 
other questions by a very slight sub- 
stitution of new nouns for old. The 
adjectives, adverbs, and verbs are 
identical. Nothing is changed except 
the nomenclature. The sense or non- 
sense of the speeches and manifestos 
is also unchanged and unchangeable. 
It resolves itself into several closely 
related elements : 

First: The dislike and resentment 
of the passive and contemplative type 
of man for the constructive and com- 
petent type, who in past ages levied 
armies and founded empires and who 
in an industrial age devote precisely 
the same kind of talent to the build- 
ing up of new commercial enterprises 
and their consolidation into large 
units. 

Second: In the literature of the an- 
tipower movement we find the dislike 
of the kept, endowed, and parasitic 
groups of industrial society towards 
the active and productive groups, who 
make their existence possible—only to 
merit and receive the usual reaction of 
the parasite towards his host. 

Third: In the literature of the an- 
tipower movement, we find that per- 
sistent delusion of the “cult of the in- 
competent,” that is, the idea that in- 
dividual success has always been due 
to accident or trickery, that personal 
ability has not been an element in the 
building-up of industries or society, 
but that collective action could at any 
time achieve better results. The pio- 
neer and the leader simply do not ex- 
ist for the type of mind which can en- 
tertain this kind of views. That kind 
of mind always cherishes the delusion 


that a combination of ten thousand 
mediocrities has ten thousand times 
the individual capacity and executive 
ability of one mediocrity, whereas, of 
course, one mutt or ten thousand 
mutts always represent one-muttpow- 
er—never any more. The multiplica- 
tion table is potent in some things, but 
it has no effect whatever upon mental- 
ity, initiative, or courage. 


.’ is hardly necessary to point out 
that this delusion of collective abil- 
ity has been spreading in the world 
since the advent of factory industry 
and political democracy which lend it 
a certain superficial plausibility. It is 
the peculiar vice of the pedagogic 
mind, which of necessity deals with 
the obvious and with the accom- 
plished ; and never appreciates under- 
lying causes or visions the underlying 
causes of things in contemporary ac- 
tion and growth. A consideration of 
these premises will explain much— 
past and present. 

An examination of the names of 
the politicians and publicists who are 
now engaged in an effort to restrict 
and emasculate the electric light and 
power industry particularly, will 
show that in that period of our eco- 
nomic history when the railroads were 
in the van of our economic progress 
and attracted some of our best leader- 
ship, these same people were engaged 
in the effort to shackle railroad leader- 
ship and to enmesh our rail transpor- 
tation system in bureaucratic bonds. 

In the period of great industrial 
consolidations, these same people or 
their prototypes were foremost in 
“trust-busting.” When political lead- 
ership was a more attractive career 
than at present, it was these same 
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groups who proclaimed that the direct 
primary and the initiative referendum 
and recall were panaceas for all hu- 
man ills. Their real motive, of course, 
was to diminish the importance of 
leadership. 


= that the most effective illus- 
tration of the absurdity and futil- 
ity of the present campaign against 
the electric utilities is the record of 
such leaders. The mere list of the 
nostrums and quackeries to which 
they have subscribed is enough for 
sensible men. However, sensible men 
are usually in the minority, so far as 
public questions are concerned. As 
Max Nordau and others pointed out 
long ago, the great majority of hu- 
manity at all times are normal, 
healthy, and reasonably happy, and 
in the exercise of their family and 
private business affairs are capable 
enough; but in group or mass action, 
the average human being is swayed 
by an entirely different psychology. 
It is for this reason that all great his- 
torical changes for better or for worse 
have been initiated by small groups of 
fanatics, and indeed many great his- 
torical leaders have not been far from 
lunacy. So it is hardly probable that 
the discussion of the power question 
can be solved by such a simple device 
as a recapitulation of the past follies 
and mistakes of the “anti” groups. 

It is also evident to the candid mind 


that modern industrial society itself 
creates conditions which to an ever in- 
creasing degree add to the numbers of 
those who are inclined to oppose and 
harass the leaders of capitalistic in- 
dustry. That much of the present 
hostility towards the electric light and 
power industry is the typical reaction 
of a parasite to a host, calls attention 
to the fact that the very productivity 
of modern industrialism vastly en- 
hances the possible number of social 
parasites. A big dog can naturally 
support more fleas than a little one, 
and an industrial society capable of 
producing a great surplus of goods 
and services, naturally enables large 
numbers of the less competent to sur- 
vive and actually to possess wealth, 
who in leaner times would either not 
exist at all or would be reduced to 
such obscurity as would make them 
almost entirely inarticulate. 


HE fact that the pedagogic mind, 

with its passion for stability and 
formula, naturally revolts against the 
fluid, strenuous, and dynamic features 
of capitalistic society makes it of very 
great interest indeed that the same 
kind of society rapidly piles up huge 
funds, whether of taxation or endow- 
ment, for the support of education 
and the multiplication of pedagogues. 


HROUGH the creation of vast en- 
dowments and foundations in 
America today, there has come into 


e 


utilities be placed under such a control as that which 


q “To advocate that the 250,000 workers of the electrical 


exists in the Post Office and other government depart- 


ments, is to part company with every sound tradition and 
principle of that ‘Liberalism’ which has expressed the best 
aspirations of Western Civilization.” 


199 





PUBLIC UTILITIES FORTNIGHTLY 


existence a gigantic group of teachers 
and social workers, who, of course, 
discharge valuable and indispensable 
social functions, but nevertheless have 
a characteristic mentality, not at all in 
harmony with the structure and func- 
tioning of the individualistic society, 
of which they are a disjointed or clois- 
tered part. 

Somewhat allied to these endowed 
groups are the literary and artistic 
groups who have little or no partici- 
pation in the commercial and indus- 
trial activities of our society, and who 
receive their inspiration largely from 
the cultural heritage derived from the 
ages of agriculture and pastoral hand- 
icrafts. 

One wing of this group constitutes 
a very vociferous crowd who have ap- 
propriated the name of “Liberal,” al- 
though in many important respects 
their attitude towards their environ- 
ment is the very antithesis of that of 
the historic Liberalism which did so 
much to break down the feudal society 
from which our modern industrial so- 
ciety emerged. 

This “Liberal” group has a psychol- 
ogy which is almost a psycho-pathol- 
ogy. This is proved by its remark- 
able inconsistencies. If it were sin- 
cere in its profession of admiration 
for the individualistic doctrines of the 
Eighteenth Century, such as personal 
liberty, freedom of speech, and other 
slogans which verbalize the reaction 
of the trading classes against the land- 
ed aristocracy, it would be a most val- 
uable supporter of the best features 
of modern industrialism. Such a 
Liberalism would support the leader- 
ship of industry in so far as that lead- 
ership was true to the political and so- 
cial traditions of modern capitalism. 


At the same time such a Liberalism 
would combat certain degenerate 
trends in some industrial groups 
which tend to lean upon government 
for support, and to connive at move- 
ments to restrict the liberty of the in- 
dividual in the mistaken notion that 
such measures secure greater: docility 
among working men. In so far as 
such a Liberalism was also Jefferson- 
ian and voiced the old American re- 
pugnance towards regimentation and 
class distinction, it would be a welcome 
corrective of some present-day evils. 

But it is the engineers of the elec- 
tric light and power industry, not our 
talking and writing Liberals, who are 
actually decentralizing industry and 
human habitation, and thereby reme- 
dying some of the undoubted evils and 
illiberalism which our earlier indus- 
trial development brought into the 
world, along with its many benefits 
and substantial contributions to free- 
dom. 


N the literature of “Liberalism” and 
its allied “debunking” school, 

which has bulked so large since the 
World War, that was undoubtedly 
much valuable criticism of the mo- 
notony of factory work and mass 
production, the evils of excessive 
standardization, and of some of the 
hypocrisy of boosting and go-getting, 
but the value of this criticism has been 
vitiated by its insincerity. Its own 
monotony has been too apparent. It 
was inspired not so much by hatred 
of Babbittry as envy of Babbitt and 
Babbitt’s material good fortune. 

For proof of this one has only to 
read the glowing commendations of 
the Russian Five Year Industrial Plan 
by the same persons who had de- 
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The Psychological Bonds that Tie Together 
the Anti-Power Groups 


ad ers formidable documentary evidence 
of a widespread interlocking plan of 
certain groups to further government owner- 
ship of the utilities by a gradual encroachment 
of government into that field, is interesting, 
but it is merely a confirmation, not a discov- 
ery. The conscious co-operation of these 
groups is not at all important. They act that 
way simply because they are that kind of peo- 
ple, their co-operative organization is purely 


incidental.” 





nounced American industrialism, for 
exactly similar features. 

As soon as the Russians announced 
that they had adopted the American 
ideals of mass production and efficien- 
cy and proposed to carry them still 
further, by putting the home life of 
the people upon a system of factorized 
efficiency, which would reduce living 
to the monotony of the beehive or ant 
hill, they had the unstinted applause 
of those same “Liberal” groups who 
had been railing against the monotony 
and standardization of American life. 
It would be easy to recite reams of 
similar evidence which disclose that 
the real animus of what calls itself 
American Liberalism today is the en- 
vy of the competent and masterful, 


not concern for freedom or the good 
life. 


A msovanmons against the 
“power trust” have become just 
as much a characteristic, even a trade 
mark of the pseudo Liberal as com- 
mendations of the Soviet. But to ad- 
vocate that the 250,000 workers of the 


electrical utilities be placed under such 
a control as that which exists in the 
post office and other government de- 
partments, is to part company with 
every sound tradition and principle of 
that “Liberalism” which has ex- 
pressed the best aspirations of West- 
ern Civilization. 


(7 of the trends of an advanced 


industrial society like ours, 
which adds to the strength of those 
groups naturally antagonistic to the 
private management of industry, is 
the great growth of inactive private 
fortunes. As the number of inheri- 
tors of money increases and as the 
number of inactive owners of wealth 
living on dividends and bond interest 
increases, the antagonism between the 
owner and the entre-preneur which is 
so obvious in an old industrial country 
like Great Britain, is bound to in- 
crease. The facility with which in- 
herited fortunes beget parlor social- 
ists and the eagerness of absentee 
owners of industry to place legal re- 
strictions upon management, is a very 
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real “class struggle” of capitalistic so- 
ciety, which was entirely overlooked 
by Marx and Engels in the Commu- 
nist Manifesto of 1848. Their great 
Armageddon of the worker against 
the owner has never materialized. 
One wonders what they would think 
if they could know today in many 
American industrial corporations the 
very substantial community of inter- 
est and feeling between management 
and the workers on the one hand, 
against the demands of mere invest- 
ment on the other. 

While this issue does not arise in 
the case of public utilities because of 
their quasi-public character, and the 
fact that the respective interests of 
management and investment are so 
sharply defined and limited, it is nev- 
ertheless true that a jealousy of in- 
dustrial management among investors 
in other industries does give strength 
to those forces which seek to curtail 
private initiative and responsibility in 
all industries. 


I* addition to these groups and so- 
cial forces which give more or less 
aid and comfort to any movement 
against private ownership and man- 
agement, such as that of the electric 
light and power industry, our indus- 
trial society creates many opportuni- 
ties of enrichment for those who can 
successfully dramatize a feeling of re- 
sentment by the masses against men 
of wealth, power, or responsibility. 
Of course, this thing is as old as hu- 
manity. 

The art of the demagogue is prob- 
ably as old as that of the king or the 
medicine man, but seldom, if ever, 
have its rewards been so easy of at- 
tainment and so great as in the last 


few decades when the popular print- 
ing press, the movie, and other agen- 
cies have not only enabled the dema- 
gogue vastly to extend himself in 
space and time, but have also provided 
constant and lucrative markets for his 
wares. 

In the post-war period of higher 
wages and more generous living for 
the masses, this trade has not been so 
brisk and it is a commonplace obser- 
vation of newspaper men that the legs 
of flappers, rather than the alleged 
misfeasances of “traction barons” 
have become the main highway to cir- 
culation gains. It is a fact that the 
old time rabble-rousing newspaper 
compares to its popular successor of 
today somewhat as a Lincoln J. Car- 
ter melodrama of the “poor working 
girl” pursued by Desperate Desmond 
to the sophisticated fun of the musi- 
cal comedy “Fifty Million French- 
men.” 

Nevertheless, the old veins of circu- 
lation possibilities remain in the hills 
of popular sob consciousness. If 
times get tight, and readers weary of 
sex and crime, it is very likely indeed 
that many journalists will be remind- 
ed that “thar’s gold in them thar 
hills.”’. In that case, the plutocrats 
may expect to be panned again and as 
the electric light and power industry 
has attained such a commanding posi- 
tion in the American economic hier- 
archy, it must expect to bear the brunt 
of the muckraking assaults, even as 
the railroads, Standard Oil, and elec- 
tric traction occupied that position in 
the past, because they were both rich 
and conspicuous. 


O’ course, there are even now in- 
stances of persistent malicious 
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newspaper attack upon electric light 
and power, but a study of the contem- 
porary popular mind suggests that 
these attacks have not been made for 
purposes of circulation promotion. 
They have grown out of special feuds 
or are a mere hangover from the older 
muckraking era, a period in which 
many editors simply got the habit of 
denouncing the public utilities and 
have been keeping it up from mere 
mental inertia. 

As a matter of fact, the dramatics 
of an attack upon electric light and 
power are not so simple as the facile 
melodrama of an old time newspaper 
war on “traction barons.” 

Electric light and power is still 
rather mysterious and involved, both 
to the editor and to the populace. The 
bills come only once a month, and they 
are so small it is very hard to work 
up a feeling of extortion. 

It may be pertinent to note here 
that the “power of the press,” about 
which so much has been said, is now 
only a long time power. The influ- 
ence of newspapers in shaping gov- 
ernmental policies is no longer great 
for any one political campaign, but 
over a period of years the press pos- 
sesses tremendous influence. 

In the matter of traction companies 
it was quite different. The street cars 
and tracks looked big and formidable. 
Fares were collected by men in uni- 
form—collected twice a day—at a 
time of physical discomfort to the 


strap hanger—and it was an easy mat- 
ter to dramatize this whole proceeding 
as the remorseless work of an octopus. 
Politicians face the same disadvantage 
in dramatizing themselves as St. 
George slaying the electric light and 
power dragons, but many of them are 
hopeful that the trick can be turned. 

My guess is, however, that just at 
present a very powerful motive for 
the politician, which is driving many 
of them to make a political issue out 
of electric light and power, is the hope 
of avoiding a definite political line- 
up on the formidable liquor question. 

In many respects, the political jock- 
eying going on now in the United 
States recalls the many efforts which 
were made to keep the slavery ques- 
tion out of politics by the injection of 
other issues. Whether one be Wet or 
Dry, or slightly bored by the whole 
subject, it is quite evident to any can- 
did observer that the liquor question, 
like that of slavery, is one upon which 
men divide most passionately. Issues 
of that sort are tremendously distaste- 
ful to the professional politician and 
to established political organizations. 
They disrupt the political status quo, 
disarrange control, destroy patronage 
arrangements, and generally work 
havoc with politics as a business or 
profession. 

For that reason, it would seem that 
politics as a trade would undoubtedly 
welcome the “power question” as a 
political issue. 


A PROSPECTOR strikes gold and becomes rich. That is 
because gold renders a useful service. If Robinson 
Crusoe had found a dozen gold mines on his island, it 


would have done him little good there. 


Riches are ac- 


quired through servic~ to the public. 
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THE COST TO THE TRANSPORTATION COMPANIES OF 
“Creeping Paralysis” 


What steps can the street railway and bus companies take 
to blast open the congesting avenues of traffic—and of 


revenue? 


Recent surveys point the way clearly to the 


regulatory measures and modernizations that must be 
adopted if the ratlways are to continue in the public service. 


By J. ROWLAND BIBBINS 


RANSPORTATION is the life-blood 
of any large city. Its streets 


- are the vascular system of veins 
and arteries. What is this creeping 
paralysis of its traffic system costing 
us—the business man, the taxpayer, 
and the transit companies? 

What is the general bill for this 
costly civic disorder? Mr. George 
McAneny said recently: 


“As it is, we (in New York) are all pay- 
ing every day in traffic jams, street acci- 
dents, loss of business, and industrial de- 
lays to the amount of $1,000,000 per day 
which could be saved by a scientifically pre- 
pared plan, properly carried out.” 


But more particularly, what is 
creeping paralysis costing the trans- 
portation companies? 

The startling estimates of annual 
loss from “congestion” of our cities 
simply emphasizes the waste of un- 
preparedness in the planning and ef- 
ficient regulation of street traffic to 
secure the reasonable use of the 
streets. Transit systems, both cars 


and busses, are hit the hardest; the 
speed of their vehicles is reduced and 
the riding habit of the public is dis- 
couraged. In New York all cross- 
town traffic is stopped two-thirds of 
the time by traffic signals resulting in 
car speeds of 4 miles an hour or 
less with equipment capable of aver- 
aging 10 miles per hour. Of course, 
this not only increases operating costs, 
but drives many riders to the more 
expensive means of transport if they 
can afford it. The others suffer or 
walk.* 


i The economic effect of properly designed 
signals may be best illustrated from railway 
schedules by this typical case: On a 54-mile 
main line, 34 miles now signaled, the conver- 
sion to the full “progressive” system could 
save $28,000 per year for trainmen’s wages 
alone, i. e., $8,000 per mile of signaled route, 
and release 9 per cent of the car equipment 
for better service here or elsewhere. The pas- 
senger speed would be increased 25 per cent, 
and the motorist. could proceed largely with- 
out stopping at normal road speeds of 20- 
miles per hour, instead of 12 miles per hour 
as at present, according to a signal survey of 
a metropolitan district. 
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ows operating cost, plus di- 
minished riding, means increased 
rates. 

The average cash car fare in the 
United States now stands at 8.45 
cents, partly due to rising railway cost 
levels which are now over double 
those of pre-war days. But this fare 
will continue to rise as the waste of 
unpreparedness and ineffective regu- 
lation increases. And the cost of 
doing business generally must also in- 
crease. 


W HAT is creeping paralysis cost- 
ing business, land values, hous- 


ing, and even citizenship? Poky 
transportation always condenses popu- 
lation and produces tenements. 
Speed, with safety, is now the domi- 
nant factor of civic growth. 

It is only natural that people abhor 
the idea of spending any considera- 
ble fraction of their lives just travel- 
ing to and from work. Yet a 15- 
minute longer daily trip to work and 
home takes a total of twenty full 8- 
hour days per year out of the play- 
time of a workingman. 

That is why speedy, efficient trans- 
portation means expansive, and 
healthy civic development. 

That is why Philadelphia’s recent 
housing has responded so quickly to 
rapid transit construction that most 
of it has been built from 5 to 7 miles 
out of town. 

That is why Greater New York 
continues to become greater, while 
Staten Island just across the way re- 
mains dormant without rapid transit. 


8 ire is an age of speed. As our 
* cities grow, speeds should be 
higher. Yet traffic congestion is ac- 
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tually retarding travel until street rail- 
way speeds average as low as 4 to 6 
miles an hour downtown and as low as 
6 to 8 miles an hour average for the 
whole line. The community value of 
transit speed is shown by the fact that 
for every one mile per hour faster 
speed a street car travels homeward, 
there results an increase in housing 
area within the 30-minute time-zone 
of around 20 per cent. Fast coach 
lines can, of course, do much better. 

To complete the depressing picture, 
let us consider, as the graduation day 
high school orator would say, 
“whither we are drifting.” It has 
been estimated * that by the year 2,000 
A. D. about 80,000,000 people will be 
added to our national population. 
This addition will come mostly in the 
urban regions which at present con- 
tain 53 per cent of our total popula- 
tion and probably 70 per cent of our 
automobiles. 

If this is too far away, let us con- 
sider just twenty-five years ahead. 
Fortunately we have such a forecast 
for Detroit, a fairly typical city. 

Here are some outstanding results 
drawn from the writer’s recent stud- 
ies : * 

City (District) population practically 

doubled—2,750,000 by 1950. 

Total building cubage trebled, add- 

ing—2,000,000,000 cubic feet. 

Assessed land values 2} times, add- 

ing over $1,000,000,000 value. 

Business land area added (converted 

residence) 16,000,000 square feet. 

But let us consider what these fig- 
ures mean in more detail. They re- 


2 By the National Committee, F. H. Delano, 
Washington, Chairman. 

8 Survey-Forecast Report to the Detroit 
Edison Company, under the auspices of the 
Department of Engineering Research, Uni- 
versity of Michigan. 
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The Red Light that Is Signaling Danger 
to the Street Railways 


uR cities, big and near-big, are in the 

throes of a grave economic disease— 
a disease that is eating at the heart of 
our largest communities, slowing up busi- 
ness, wasting millions, and threatening 
ultimate strangulation of civic life. This 
disease has been aptly called “creepin 
paralysis” by Mr. George McAneny o 
the New York Regional Planning y 
tion, former president of the borough of 
Manhattan. 

The symptoms of this malady are easily 
recognized. Go out into the main thor- 
oughfare of your own city at 8:30 A. M., 
or 5:15 p. m., and look around. 

Do you see row after row of creeping 
cars waiting to cross intersections—street 
cars and busses wedged tight in a frozen 
ocean of jammed traffic? 

Does the street reek with the fumes of 
idling motors and roar with the futile 
noise of countless motive horsepower 
shackled by the powerful chains of traffic 
congestion ? 

Do you see harassed policemen, angry 
motormen, perspiring pedestrians, and 
swearing drivers, all waiting for the green 
signal, for the slow painful relief as traffic 


creeps slowly out of narrow lanes crowd- 
ed by parked automobiles? 

If you see any or all of these things, 
your city has creeping paralysis. 

The most unfortunate phase of this 
communal canker, aside from the fact that 
it is constantly growing worse, is the fact 
that few seem to know what if anything 
can be done about it. 

True, many regulatory agencies have 
been appointed — legislative committees, 
traffic commissions, planning boards, police 
boards, and other governmental and 
private agencies. (Washington has twelve 
such agencies concerned with traffic and 
transit; Chicago has or had as many as 
twenty-two separate similar bodies.) But 
to date, active continuing co-operation has 
been often lacking; these numerous units, 
usually working independently, are even at 
odds with each other. 

This is the crux of the present regula- 
tory problem. This timely analysis by a 
traffic expert presents a typical picture 
from facts and personal experience drawn 
from various surveys and researches in 
many of the large cities of the United 
States and Canada. —Tue Epirors 





flect an increasing day population of 
the expanding central business dis- 
trict. This will lengthen passenger 
hauls. It will require more highways 
and subways, maximum efficiency of 
street-traffic regulation, and vastly ex- 
panded transportation facilities. 


HE heart of the problem is 
brought home to us by the proba- 
bility of a doubled volume of building 
called “cubage” and a doubled day 
population by 1950 within the city’s 
Hub—one mile radius from the city 
hall. Further out, the building cubage 
of the 2-mile zone will increase 2} 
times. In the 3-mile zone it will in- 
crease 3} times the present cubage. 
In other words, the centripetal or 
pull-in of the Hub is already over- 


balanced by the centrifugal or pull- 
out attraction of the outer districts, 
resulting in tremendous shifts of pop- 
ulation and business and also of land 
values which lie at the bottom of it 
all. 

Between 1920 and 1925, some 25,- 
000 people (38 per cent of the popu- 
lation), moved out of these central 
wards, mostly out of the 1-mile zone. 
Traffic inevitably follows. Already 
Detroit’s streets carry a motor load 
of around 400,000 registered automo- 
biles. 

Other evidences of these shifts in 
day population and property values 
from growth and congestion, are not 
lacking. Montreal’s retail center 
moved bodily uptown but is again be- 
ing strangled through lack of planned 
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street capacity. New York’s uptown 
business center (Grand Central-Times 
Square District) was found by the 
Regional Plan to have half as much 
office space as the main office district 
in lower Manhattan. This new cu- 
bage is superimposed upon both retail 
and interspersed residence cubage! 


N™ let us consider what this in- 
crease of population is going to 
require from our total transportation 
facilities. 

The basic demand for city mass 
transportation is increasing according 
to known laws. This is but indicated 
by the “necessity riding’ of New 
York city which is over 500 rides per 
capita. Montreal, with low motor 
registration, hilly terrain, and cold 
climatic conditions furnishes a bright 
spot in the street railway industry; 
likewise the surface lines of Chicago, 
Toronto, and the Third Avenue Rail- 
way System of New York city, are 
either going ahead or holding their 
own. 

But generally speaking, in most 
American cities, the rail-riding habit 
at present appears either static or de- 
clining. Bus riding, though still 
small in total volume, is steadily in- 
creasing. In Detroit about one third 
of the total transit riders appear to 
have been absorbed by Detroit’s 
400,000 motor registration. Some of 
this business will lixely be regained 
when rapid transit can be financed 
practically. 


As 


purrs want to ride on rubber. 
we have become more and more 
motor-minded, the motor coach has 
been adapted by railway companies to 
new types of service for which it is 
best suited. Within nine years, the 
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street railway companies have put into 
service 12,000 urban and interurban 
coaches covering a total of 22,000 
route miles. This is exclusive of the 
large independent bus systems of New 
York, Chicago, St. Louis, etc. 

Express coaches and de luxe coach- 
es are beginning to win back some 
autoists already discouraged over 
street congestion and parking restric- 
tion to which they are necessarily sub- 
jected. These promise speeds not far 
from those of 2-track rapid transit 
lines. 

But the very fact that the rubber 
tire is finding its proper place along 
with the rail service, is an added irri- 
tant to the already painful effects of 
creeping paralysis. Nowhere is this 
exemplified more clearly than during 
the rush hour of mass transportation. 

Why? 

Because we live by our stomachs. 
Regardless of theory and argument, 
the breakfast bell and the dinner gong 
control our goings and comings. 
Transportation companies have to 
meet these peak loads with men and 
equipment, half of which are idle 
most of the twenty-four hours. The 
large cities’ rush-hour travel requires 
cars running as close as twenty to 
thirty seconds apart,—some compa- 
nies even using 2-car trains handling 
150 to 200 passengers. Rush-hour 
service costs the most, perhaps one- 
third higher than the base-day load. 
It is generally not true that “strap- 
hangers pay the dividends.” 


HE average actual load of an auto 
or taxi on the street is about 1.75 
persons. Even the largest single deck 
busses would have to run perhaps 
seven seconds apart to do the work 
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that is now done by railway trunk 
lines. Double-deckers might do it 
running twelve seconds apart. Ob- 


viously, we must re-plan our cities 
with a Napoleonic hand if the wide- 
spread replacement of heavy rail lines 
by coach lines, so freely advocated to- 
day, is to be realized. Even this is 
assuming that we are willing to pay 
the higher fares clearly necessary. 


FS aptear repens transportation is the 
most expensive and rail trans- 
portation the least costly per passen- 
ger for heavy duty service. Thus the 
higher fare necessary for coach riding 
of itself insures the need of basic rail 
service also. It is evident, therefore, 
that the average fare must support 
both forms of transportation until the 
deficits (if any) are paid out of taxes 
or assessments, as in the New York 
subways. 

If taxicabs are desired to take care 
of the whole rush-hour transportation 
service, it is perfectly evident that a 
major surgical operation will have to 
be performed upon the city plan. 


— are we going to do about 
it all? Heroic measures have 
become necessary. Sinking public 
capital indiscriminately in this fight 
against creeping paralysis will be like 
pouring water down the proverbial 
rat hole, unless it is an intelligent ef- 
fort. The city that fails to plan ahead 
will find itself lagging far behind the 
onward march of more progressive 
cities. 

First of all there must be regula- 
tion—competent regulation of traffic 
and civic planning. 

So far such regulation has been too 
legalistic and too laggard. 

There are two kinds of regulation 


—economic and physical. Creeping 
paralysis is a physical fact that de- 
mands drastic physical remedy. It 
opens a new field of possibilities in 
which the technical factors rather 
than the legal factors are more im- 
portant. The situation demands a 
broader public viewpoint and closer 
co-operation between the economic 
state regulation, and the physical 
regulation of the subordinate political 
subdivisions in devising new and 
quicker methods, and recapturing if 
possible lost ground in rendering ade- 
quate mass-transit service. 


here is the first step that intelli- 
gent regulation should take? 
Higher efficiency in street usage seems 
a most logical and available quick 
remedy. 

Business is coming to realize that 
our limited street spaces must be used 
for movement, not storage. Thus 
parking restrictions in central districts 
are advancing rapidly with immediate 
results in speed-up of both traffic and 
transportation, even in face of grow- 
ing volume of traffic movement. 
Further out, much progress is being 
made by clearing transport arteries of 
parking during rush hours on the 
heavy flow side of the street—a fair 
and rational remedy that is widely 
applicable. This has all had the effect 
of doubling the flow-side capacity of 
our main roadways without incurring 
the capital cost of widening. 


HE next step is traffic regulation. 
We should signal our main heavy 
traffic streets like a railroad. 

As yet, the type known as the flexi- 
ble-progressive signal alone provides 
through, non-stop movement, highest 
speeds, and maximum street capacity 
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The Four First Steps to Preserve the Street Car 
and Bus for Public Service— 


PLans must be developed now for 
providing for transportation service in 
the more-crowded cities of the future: 


STREET traffic must be competently 
regulated and speeded up on a scientific 


basis: 


PARKING must be reduced if not 
main 


eliminated—certainly on the 


arteries: 


MOTI | oe ee 
=p fie 


1@_ 1% 
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THE city streets must be laned—like 


railroad tracks. 





for both traffic and transport. This, 
together with parking restrictions, has 
come to be the most important of our 
immediate reliefs to transportation 
and traffic ; the cost of it is inconsider- 
able. 

It is as vital to secure the right kind 
of traffic signals as it is in signaling 
a railroad main line for express and 
local traffic. Millions have been spent 
by cities, mostly on low efficiency 
types. A few encouraging high- 
efficiency installations are to be seen 
in Chicago, Cleveland, Baltimore, and 
Pittsburgh. 


eer survey experience tends 
to show that an immediate 
speed-up of 50 to 100 per cent in 
traffic, and up to 40 to 60 per cent in 
transit, can be secured on trunk arte- 
ties, by careful timing at each indi- 
vidual intersection, and connecting 
intersecting signals in “time-step,” so 
as to eliminate stoppage. There is no 
standard design to fit all streets. 
Everything depends upon accuracy in 


design for maximum rush hour peak 
traffic. 


or a third step in immediate regu- 
lation we should lane our thor- 
oughfares like railroad tracks. 

With this logical aid to efficient sig- 
naling and relief from parking ob- 
structions at heavy points, a new 
traffic era would be recorded. Both 
public and private transportation 
would benefit by the consequent dou- 
bling or trebling of the through ca- 
pacity of existing roadways. It would 
make possible the express coach lines 
so desirable even with a differential 
fare. With efficient traffic-control 
and full progressive signaling an op- 
portunity for real civic improvement 
appears unparalleled in the history of 
modern transportation. 


| Pe us now turn from the state to 
the transportation agencies them- 
selves. It is up to them to clean house 
before complaining about the defects 
of governmental regulation. 
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First of all there is the express 
coach line. 

Few cities can support subways on 
present methods of financing; hence 
the automotive vehicle is the last re- 
sort. Express coach lines are promis- 
ing, but they obviously require well 
conditioned, fast-signaled streets— 
now rarely attainable. With such ex- 
press streets, express coaches hold 
promise of a service approximating 
the speed of the best 2-track rapid 
transit lines—up to 16 or 17 miles an 
hour. Even under present conditions 
they are making 12 to 14 miles per 
hour. This, then is an important hope 
for future long-haul transport. Prac- 
tically speaking, speed alone can com- 
pensate for increasing length of haul. 


N= the existing transportation 
companies must do all in their 
power to speed up their operations, 
whether on rail or rubber. 

Transit rerouting plans are being 
developed by many companies to se- 
cure more direct travel. Through 
routing eases the congested districts. 
Other measures to be taken are the 
elimination of loops, turns, and sub- 
terminals. Most progressive street 
railways have already speeded up lag- 
ging lines by snappy operation, skip 
stops, loading zones, and more power- 
ful equipment. But all these efforts 
are nullified in the absence of efficient 
signals and traffic regulation. 

The little red signal light makes the 
fastest motor stand just as stil as a 
horse dray. 


Seems we have the long-range 
remedy of civic replanning. Com- 
prehensive street widening down town 
where it is most needed, is generally 
prohibitive in cost unless it is aided 
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by voluntary property assessment. 
But arcading of building fronts to 
secure full roadway width has started 
in Philadelphia, New York, and Mon- 
treal, following the example of Eu- 
rope and some Oriental countries. 
Even this is often stoutly resisted by 
abutting property, as in the case of 
benefit assessment for rapid transit 
lines. Yet benefit assessment started 
in England in 1427. Double-decked 
streets, architecturally attractive on 
paper, require enormous frontage re- 
construction, far beyond early reali- 
zation of city budgets. 

Chicago has already produced 
Wacker Drive (South Water Street 
Improvement) at a cost of about 
$30,000,000 per mile, including dam- 
ages. Already it has become an im- 
mensely valuable by-pass for traffic 
routed around the margins of the 
central “Loop” district. Rochester 
has doubledecked the bed of the old 
Erie Canal. New York is beginning 
its greater waterfront highway over 
the New York Central freight tracks 
and planning one along East river. 
St. Louis has embarked courageously 
upon an ambitious street widening 
program for new main traffic ways. 

But most cities are hesitant and 
temporize, under the increasing em- 
barrassment of taxation burdens. In 
turn, taxation, the capital reservoir 
for public works, is largely influenced 
by the initiative and efficiency shown 
by a community in its planning 
and development. In fact, property 
value enhancements from great pub- 
lic works, such as major highways 
and subway lines, sometimes far ex- 
ceed the total cost of the construction. 
Such is the case in New York. But 
the resistance of property owners to 
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as fast and even faster in their day than many of our 


q “We need not laugh at the old horse cars. They went just 


modern street cars. 


When we consider the fact that in 


congested areas of some cities that have not devised effi- 
cient traffic control, the rush hour speed for street cars is as 
low as four miles an hour, the old horse cars did a fairly 


good job.” 


acceptance of this fact has made 
progress extremely slow. Thus the 
Detroit study of land values empha- 
sizes the immense importance of ra- 
tional taxation as a major problem of 
future “regulation” in its broad sense. 


7 whole trend of research now 
makes it clear that the increasing 
congestion and cost of service is due 
to lack of efficiency. 

The first step in a modernization 
program is to use present streets to 
best advantage ; then to plan improved 
facilities which the typical forecast 
cited above (Detroit) shows to be an 
inevitable need. Court and Commis- 
sion decisions will never develop basic 
remedies for these inherent defects in 
our city operating plan. The situa- 
tion is essentially technical and re- 
quires control at the source. 

Population shifts and concentrates 
largely at will regardless of legal im- 
pediments. The problem is an in- 
tensely practical one—the efficient 
working of a high human organism. 
But it is often too true that one arm 
of regulation is seriously nullifying 
the efforts of another. Evidence of 


this conflict is not lacking today. The 
two should be brought into co-ordi- 
nation upon some master plan of com- 


—J. Row.Lanp Brssins 


7 


munity needs, both as to physical de- 
velopment and regulatory policy. The 
responsibility appears to be divided 
among three factors—the state, the 
community, and the utilities. 


HE leadership should be accepted 

by the utilities. They are pre- 
eminently qualified to assume it. By 
research planning and design they are 
in a position (enjoyed by no other 
agency), to inspire with their tech- 
nical perspective our laggard cities to 
constructive action. Regulation, 
though necessary, can be only a secon- 
dary corrective—never an initiative 
function. 


N the public mind, valuations are 
rarely linked with city planning, 

or rates with traffic regulation and 
signal controls, or investment returns 
with transit speed. But they are all 
interlocked, and stable public service 
has come to require this co-ordinate 
view of the broader problem of regu- 
lation. 

By the same token, city transport 
service and fares, whether by rail or 
rubber, must in the last analysis re- 
flect how well we have builded for 
present and future and how efficiently 
we use the facilities available under 
present conditions. 
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Horace B. Drury, Pa.D. 
U. S. Shipping Board. 


REINHOLD NIEBUHR 
Minister, Detroit. 


ABert OTTINGER 
Former Attorney General, 
New York. 


Wuutam S. Patey 
President, Columbia Broad- 
casting System. 


Epwarp N. Hurtey 
War-time Chairman, U. S. 
Shipping Board 


H. I. Pxrures 
Newspaper columnist. 


JosepH KASSNER 
General Manager, Nickel Cab 
Company, Washington, D. C. 


Owen D. Younc 
Chairman of the Board, 
General Electric Co. 


Excerpt From “Lasor,” 
Organ of the Railroad 
Brotherhoods. 


MERLE THORPE 
Editor, “Nation’s Business.” 


“At the present time, fortunately, we need not think 
of merchant marine rivalry in terms of actual war.” 


> 


“Today the significant power in the civilized world 
is economic rather than military.” 


Aa 


“Governor Roosevelt has expressed his wetness solely 
through water and water power.” 


* 


“Broadcasting is perhaps the most powerful influ- 
ence of the present on the mind of the world.” 


5 


“A government enterprise is hailed as a success if it 
avoids a deficit and actually takes in more money than 
it pays out.” 


* 


“An Eastern railroad has put on sleeping cars with 
regular bedrooms, thus making it possible for travelers 
to lie awake in a natural position.” 


. 


“The era of the cheaper taxicabs has arrived and I 
believe at the new cheaper price we will create a taxi- 
cab riding public such as we do not now have. 


* 


“One of the inspiring things about the electrical in- 
dustry is that its prosperity is seldom measured in terms 
of curtailment—it is only reflected in lack of growth.” 


5 


“Leaders of the ‘standpat’ Republican machine in 
Nebraska have been entrusted with the actual perform- 
ance of the ‘dirty work’ (defeating Senator Norris) 
while the power trust has supplied the necessary funds.” 


* 


“Government operation is political operation, and 
every experience since the world began, in every country, 
in every industry, has shown political operation to be 
deadly from a business standpoint and wicked from the 
standpoint of the individual citizen.” 
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KennetH I. McKELiar 
United States Senator. 


James M. OcpEn 
Attorney General, State 
of Indiana. 


Crype M. Reep 
Governor of Kansas. 


C. W. McDonneELL 
Chairman, North Dakota Board 
of Railroad Commissioners. 


Martin J. INsuLL 
President, Middle West 
Utilities Company. 


Harper LEECH 
Economist and editor. 


Louis Munro 
Advertising Agent of Boston. 
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“President Hoover’s intervention on behalf of the 
candidacy of Representative Reece in east Tennessee 
classifies him permanently as for the power interests 
against the people.” 

* 


“Someone has said that lawyers as a class are the 
worst abused and the most trusted class of men in exist- 
ence, to which might be added that they are their own 
worst enemies for not meeting with the spirit of the 
times.” 


» 


“The Supreme Court of the United States has held 
that pipe lines coming from outside of Kansas are en- 
gaged in interstate commerce, and their charges cannot 
be regulated by state authority. Accordingly, the Com- 
mission of this state has been instructed to prepare a 
bill putting these pipe lines under regulation by the 
Interstate Commerce Commission or some other Federal 
body.” 


* 


“While I usually have been willing to agree with Mr. 
Reed, I cannot go along with him on this proposition. 
As I see it, state regulation, at least of the rates and 
practices of the retail gas company, is far preferable to 
Federal regulation of such matters.” 


> 


“Regulation of the operating company with freedom 
of the holding company is to the best interest of the 
public. The public is thus protected against monopoly, 
and has the advantage of the initiative and enterprise 
that financially strong private business brings to insti- 
tutions where its money is invested.” 


¥ 


“If the post office didn’t have to tote and deliver the 
franked envelopes of Senator Norris and his kind, 
carrying propaganda for various public ownership lob- 
bies, it might be possible for the post office to treat its 
employees decently—it might be possible for a railway 
mail clerk to get as good a break as a locomotive engi- 
neer.” 


* 


“A survey shows that only three-tenths of one per 
cent of the average bill for electric service can be 
charged to advertising. This is equal to only three- 
fourths of a cent in the national average monthly bill 
of $2.50 for residential or domestic customers. Contrast 
this with certain commercial products whose advertis- 
ing appropriations run all the way from 5 to 90 per 
cent of the actual cost of the product.” 
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The Three Defects in the 


Present System of Regulation 


How Can They Be Remedied ? 


By HORACE M. GRAY, Pu.D.* 
UNIVERSITY OF ILLINOIS 


PERIOD of rapid change in the 
economic methods and organ- 


ization of a nation almost in- 
variably is followed by a period of re- 
adjustment during which the new 
forces are co-ordinated with others to 
produce an orderly and well-balanced 
system. Before such transitions have 
run their full course, but after they 
have progressed far enough for their 
effects and possibilities to become dis- 
cernible, society often finds it neces- 
sary to interfere in order to restore 
the normal economic equilibrium 
which has been disturbed by the new 


events. 


*AutHor’s Nore: This article was pre- 
pared originally in July, 1929, when investiga- 
tions into the effectiveness of public utility 
regulation were under way. The complete re- 
sults of these inquiries were not then avail- 
able; so the author had to forego the use of 
much valuable information. The Legislative 
Investigations in Massachusetts and New 
York, the additional facts brought to light by 
the Federal Trade Commission, the hearing on 
the Couzens Bill, the researches of such able 
students as James C. Bonbright and William E. 
Mosher, and the contributions of others all tend 
to substantiate the reasoning advanced herein. 


Such attempts at social interference 
with the freedom of private persons 
are accompanied ordinarily by acrimo- 
nious discussions, investigations, 
group agitations and counter-agita- 
tions, and political maneuvering. One 
group, because thus lies its economic 
advantage, tries by every means with- 
in its command to maintain the status 
quo, while another group, for the 
same reason, tries to bring about a 
new system of social control which, in 
its opinion, will establish a new equil- 
ibrium of affairs more favorable to its 
own interest. 


6 Su in brief is the situation today 
with respect to the regulation of 
public utilities. These enterprises, 
within a few years, have evolved from 
small, local, competitive business units 
into vast aggregations of capital op- 
erating over wide areas and possessed 
with a high degree of monopoly pow- 
er. Since the World War this devel- 
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opment has proceeded at a very rapid 
pace. The relationship between pub- 
lic utilities and society as a whole, 
thought to have reached a condition 
of orderly balance prior to the war, 
has been considerably disturbed by 
these new developments. In the opin- 
ion of many people, the system of 
regulation, which in its fundamentals 
is of pre-war design, is no longer ade- 
quate to bring the public utilities of 
today under a sufficient degree of 
social control. This belief, having be- 
come generally current and having 
been re-enforced by a few conspicu- 
ous examples of the inadequacy of 
regulation, has sought expression in 
political action. Thus the question of 
the adequacy of our present system 
has come to a head and has been ac- 
companied by all the familiar symp- 
toms of social ferment noted above. 

The voluminous discussions of this 
subject reveal two diametrically op- 
posed economic philosophies, one of 
which, for better or worse, must be 
chosen as the fundamental basis for 
any new departure in regulatory pol- 
icy. In fact, the question whether or 
not the present system of regulation is 
adequate will be answered in the posi- 
tive or negative depending on which 
of these philosophies is chosen. 


- the test of adequacy be growth of 
physical plant, output, profits, fi- 
nancial power, or relative freedom of 
managerial action, in short, all the el- 
ements of “progress” so dear to the 
American business man, then there is 
no doubt that, generally speaking, the 
present system of regulation has been 
a success. 

The record of the last few years, 
during which this system has been in 


effect, shows one of the most remark- 
able developments in our economic 
history. From an insignificant place 
public utilities, almost overnight, have 
forged to the very forefront of Amer- 
ican industry. The fact that this phe- 
nomenal development has taken place 
under the present system of regulation 
lends very considerable weight to the 
contention that the system is wisely 
conceived and intelligently adminis- 
tered. Yet, notwithstanding this im- 
pressive record, a defense of the pres- 
ent system based upon such evidence 
of “progress” implies the acceptance 
of the common philosophy that mere 
rapidity of growth, great size, and fi- 
nancial power constitute the ultimate 
goal of economic well-being and social 
desirability. 


N the other hand, if the test of 
adequacy be the extent to which 
rates have been reduced to the lowest 
minimum consistent with the recovery 
of reasonable operating expenses and 
a fair (not necessarily a commercial) 
return on the actual investment (not 
on the value of property), the extent 
to which public utility service has 
been made available to the greatest 
possible number of people, and the ex- 
tent to which all benefits accruing 
from inventions and improved meth- 
ods of operation, organization, and fi- 
nance have been distributed equitably 
among all members of society, then it 
appears that the present system of reg- 
ulation in many respects is inade- 
quate. 

While it is true that regulation has 
made some progress toward attaining 
these economic ideals, it is no less true 
that it has failed to attain them to the 
extent that many people expect and 
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desire. Herein lies the kernel of the 
whole criticism against the present 
system. 

Behind this criticism is an economic 
philosophy predicated upon the prin- 
ciple that the greatest good to the 
greatest number comes only through 
an equitable distribution of the bene- 
fits of economic activity among all 
members of society. Unrestrained 
monopoly is obnoxious to this princi- 
ple. Since public utilities are monop- 
olies by nature as well as law, it fol- 
lows that any failure to restrain any 
of their monopolistic propensities re- 
acts to the detriment of society. 


AS between these two conflicting 
philosophies of economic wel- 
fare, when a monopolistic situation 
prevails, there can be but one logical 
choice—that of rigorous suppression 
of all tendencies toward price extor- 
tion, limitation of the supply of serv- 
ice, and segregation of the benefits of 
technical and economic evolution. 
Any system of monopoly regulation 
must stand or fall on the final judg- 
ment of organized society as to 
whether or not it secures these desired 
results. When judged by this crite- 
rion, it is the conviction of the author 
that in certain respects the present sys- 
tem of public utility regulation is in- 
adequate. Moreover, it is believed 
that these defects may be classified ac- 
cording to their causes into three fair- 
ly distinct groups. Each of these will 
be explained in turn and suggestions 
made as to the general possibilities for 
remedial action. 


dt present system of regulation 
in this country today is inade- 
quate, in the first place, because it 
has failed to keep pace with the eco- 
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nomic development of public utilities. 

Because regulation proceeds by 
fixed rules of law and precedent, it 
tends in time to become rigid and in- 
capable of adaption to changing cir- 
cumstances. Economic forces, in con- 
trast, are dynamic and continuously 
shifting to meet new conditions. Con- 
sequently it happens that, during pe- 
riods of rapid change in the methods 
and organization of business, that the 
law, because of its static characteris- 
tic, fails to keep pace. When the dis- 
parity between law and actual econom- 
ic life becomes so pronounced as to 
constitute a barrier to the securement 
of economic justice, as contrasted 
with legal justice, agitation sets in for 
reforms in the law. Thus by period- 
ic reformations the law is kept abreast 
of economic life. Between such peri- 
ods, however, there is a tendency for 
legal development to lag behind. 

This is exactly what has happened 
to public utility regulation in recent 
years. In spite of an unparalleled 
economic development, which has 
completely transformed public utili- 
ties, regulation has remained relative- 
ly stationary. It is still preoccupied 
with such matters as questions of evi- 
dence and procedure, reconciliation of 
value for rate making with market 
values, protection of the individual 
(even though a monopolist) against 
the encroachments of society, inappli- 
cable vestiges of the law of private 
contract, strained interpretations of 
constitutional safeguards, and other 
similar legal abstractions. Enmeshed 
in a net of formal legalism, regulation 
appears to be unable to disentangle it- 
self so as to get at the vital economic 
issue involved. Whereas regulation, 
to be effective, requires correct factual 





PUBLIC UTILITIES FORTNIGHTLY 





Commission Regulation Is under Fire Because— 
1 “It has failed to keep pace with the economic develop- 


ment of public utilities: 


y 


“Its structure is not properly adjusted to the political 


organization of the Nation: 


x 


“It shows tendencies toward subservience to the mo- 
nopolistic interests which tt is presumed to control.” 





data interpreted in the light of the eco- 
nomic welfare of all members of so- 
ciety, it offers little more than legal 
legerdemain. What is essentially a 
problem of readjustment to secure 
economic justice becomes, through the 
overemphasis of an antiquated legal- 
ism, a problem in legal casuistry. 


HIs angle of the problem presents 

nothing new or unheard of be- 
fore. Such situations have occurred 
time and again in every country 
where economic development has out- 
stripped legal development. The ob- 
vious remedy is a reformation of the 
law of public utility regulation to 
bring it into harmony with economic 
conditions and social desires. 

Such a program would involve a re- 
statement of the principles of regula- 
tion in such a way as to simplify and 
clarify them. The nonapplicable ac- 
cumulations of legal theory and tech- 
nique, which in the course of time 
have grown up like underbrush in a 
forest, would be cleared away so as 
to leave the view open for the really 
important issues. The scope of regu- 
lation would need to be extended in 
certain directions to care for new sit- 
uations that have developed. 

A reformation of this character 


would not be radical in the sense that 
it aims at the wholesale destruction of 
existing property rights. It would 
contemplate only the eradication of 
those monopolistic privileges that 
now, through deficiencies in the pres- 
ent system of regulation, obstruct the 
attainment of an economic ideal with 
respect to public utility service. If 
the principle of regulated monopoly is. 
sound social policy, then there would 
seem to be little reason for objection 
to a series of legal reforms which 
would make regulation effective. 


HE present system of public util- 

ity regulation is inadequate, in 
the second place, because its structure 
is not properly adjusted to the polit- 
ical organization of the Nation. 

In theory all powers not specifically 
delegated by the states to the Federal 
Government or expressly prohibited to 
the states reside inthem. Yet, for the 
past one-hundred years, through ju- 
dicial interpretation of the Constitu- 
tion, there has been a steady aggrand- 
izement of the Federal power and a 
corresponding decline in the powers. 
of the states. 

So far as its power to regulate pub- 
lic utilities that operate within its 
boundaries is concerned, a state today 
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is so restricted by supreme court in- 
terpretations of the Constitution that, 
in many particulars, it is impotent to 
secure economic (not legal) justice 
for its citizens. 

For example: 

A state cannot control effectively 
the private management of a public 
utility, operating expenses, valuations, 
capitalization, or contracts between 
operating companies and nonutility, 
foreign, and interstate corporations. 

It can, it is true, investigate these 
items in a superficial way, but it can- 
not ascertain the fundamental facts 
and base a final judgment upon these 
facts. It must constantly defer to the 
dicta of the supreme court, no matter 
how absurd the results may be. If it 
attempts to exercise its own initiative 
and to give expression to the desires 
of its citizens, almost invariably, if the 
amounts involved are sufficiently large 
to warrant a contest, it runs afoul of 
the rulings of the supreme court. Un- 
der these conditions state regulation 
of public utilities has lost its forceful- 
ness and become little more than a 
whispered echo of the views of the 
highest court. 

The people, quick to sense this 
trend of affairs, have lost faith in the 
efficacy of state regulation and are be- 
ginning to look to the Federal Gov- 
ernment as the only remaining hope 
for effective regulation. The follow- 
ing Federal activities show which way 
the wind is blowing: 

The Federal Water Power Act of 
1920, the Federal Trade Commission 
investigations of public utilities under 
the Walsh resolution, the Boulder 
Dam bill, the struggle in Congress 
over Muscle Shoals, the proposed 
communications commission (the 


Couzens plan), and the various bills 
regarding Federal regulation of mo- 
tor carriers. 

These proposals and others of a 
similar nature indicate a definite trend 
toward Federal control of public util- 
ities. 

How far the movement may go no 
one can say. One thing, however, 
seems certain, and that is that the 


_Motivating impulse behind all these 


attempts to establish Federal control 
is a realization that the states have 
become powerless to regulate utility 
enterprises according to the desires of 
the public. Much as one may decry 
the trend toward increasing centrali- 
zation of government, there is no 
mistaking that it is under way for 
public utilities. The cry is “On to 
Washington.” The spirits of Hamil- 
ton and Marshall are riding hard 
while those of Jefferson and Jackson 
can only protest. 


oo regulation appears to be 
the only practical solution for the 
jurisdictional dilemma in which we 
find ourselves today. Asa Nation we 
have set our destiny in the direction 
of centralized government; nothing 
short of amendment of the Constitu- 
tion and complete reversal of supreme 
court doctrine will suffice to restore 
the drooping prestige of the states to 
a point where they can regulate utili- 
ties effectively. Since neither of these 
events are within reasonable expecta- 
tion, no alternative remains other than 
some form of Federal regulation. 
Two general plans appear available: 

First, an adequate Federal law en- 
forced by a Federal commission with 
regional subcommissions working di- 
rectly under its authority. 
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Second, a similar Federal commis- 
sion which, instead of functioning 
through regional subcommissions, 
would utilize already existing state 
organizations. 

The State Commissions would thus 
become agents of the Federal Govern- 
ment in all matters involving Federal 
authority while retaining original ju- 
risdiction over all matters of purely 
local interest. Final responsibility, 
however, would eventually rest with 
the Federal Commission. Provided 
that no insurmountable constitutional 
obstacles would prevent the working 
out of this last arrangement, it would 
seem to be preferable to the first, at 
least during the transitional period 
when the new system is being put into 
operation. It would serve to combine 
local knowledge and interest with 
Federal authority in such a way as to 
remove one of the most vital objec- 
tions to the intrusion of Federal pow- 
er into local matters, namely, that a 
Federal Commission could not possi- 
bly be cognizant of varied local condi- 
tions in different sections of the coun- 
try. If, in the long run, the states 
should prove themselves incompetent 
to carry their share of such a partner- 
ship burden, the task would fall upon 
the Federal Government. 


_ defect of our present sys- 
tem of public utility regulation 
is that it shows tendencies toward sub- 
servience to the monopolistic inter- 
ests which it is presumed to control. 
The closely organized wealth of 
public utilities and allied financial in- 
terests exercises a political influence 
which it is difficult for the agencies 
of representative government to with- 
stand. It was this tendency of local 


monopolies to tamper with city offi- 
cials that constituted one of the major 
causes for the breakdown and discred- 
iting of the old system of municipal 
regulation. To avoid this evil the peo- 
ple turned to state regulation in the 
belief that the states would be imper- 
vious to public utility influence. Now, 
after twenty years experience with 
state regulation, many people feel that 
this system too has been emasculated 
by the same insidious force. Disillu- 
sioned, they now turn toward the Fed- 
eral Government as the last bulwark 
against the domination of public util- 
ity financial power. Some, perhaps 
more disillusioned and completely de- 
spondent of any kind of regulation 
being able to control such enterprises 
effectively, look to public ownership 
as the only way to secure the public 
interest. 

It is not within the province of this 
article to establish the truth or falsity 
of the charge that public utility money 
in various ways has purchased pref- 
erential treatment at the hands of 
State Commissions. The point that is 
emphasized here is that many people 
believe it to be true and that this be- 
lief to a large extent inspires the 
movement toward Federal regulation 
and public ownership. After all, it is 
what people believe to be true that 
counts in the field of political-econo- 
mic action. The recent spectacle of 
organized public utility interests be- 
ing cast in the role of chief defenders 
of state regulation tends to substanti- 
ate this suspicion. The defense of a 
restrictive system of law by its sup- 
posed victims is so contrary to human 
nature that it establishes a strong pre- 
sumption that the system is at least 
noneffective and perhaps positively 
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favorable. Praise from public utili- 
ty corporations is a doubtful testi- 
monial to the efficacy of state regula- 
tion. 


Spr inability of our present sys- 
tem of regulation to free itself 
from the suspicion that it is subserv- 
ient to public utility influence is, in the 
long run, its most serious defect. The 
first two defects discussed above are 
temporary rather than permanent and 
fundamental ; they can be corrected in 
time by wise statesmanship capable of 
conceiving the public interest in a 
broad way. This last defect, how- 
ever, is a disorder that affects not only 
public utility regulation but the whole 
structure of political democracy. 
Can democracy achieve a govern- 
ment that is greater than any of its 
constituent elements? Can it develop 
a government strong enough to con- 
trol every member of society and 
every economic group, and to bend 
them to the will of the whole society? 
If it can do this, then the problem of 
public utility regulation is merely to 
develop the proper legal and adminis- 
trative system—perhaps, as suggested 
above, some combination of state and 
Federal authority. If, however, de- 
mocracy cannot do this, then no sys- 
tem of regulation will function effect- 
ively. Federal regulation would fol- 
low the same road to failure that has 
already been traveled by municipal 
regulation, and which state regulation 
is now in danger of following. It 
would fall a victim to the power of 
organized group influence and would 
cease to be the protector of the public 
interest. When, if ever, that day 
should come it will be time to ring 


down the curtain upon the system of 
regulated monopoly and usher in an 
era of public ownership. 


F® those who do not view with 
equanimity the prospect of public 
ownership and who believe that de- 
mocracy yet has within itself the crea- 
tive power to fashion a system of reg- 
ulation competent to protect the pub- 
lic interest a program of constructive 
reform appears to be the part of wis- 
dom. It is useless as well as foolish to 
maintain that public utilities, under 
the present system, are adequately reg- 
ulated. If such were the case, there 
would be no ground for criticism; 
consequently, the voluminous and per- 
sistent criticism of recent years would 
never have arisen, The mere fact that 
such adverse opinions continue to 
flourish indicates beyond any reason- 


able doubt that something is amiss 


with regulation. It would be wise 
public policy to take stock of the sit- 
uation and to devise such corrective 
measures as may be necessary to make 
regulation effective. Unless this be 
done, there is little reason to expect 
that public regulation of privately 
owned utilities will endure; on the 
contrary, there are substantial grounds 
for thinking that, unless regulation is 
made more effective than it now is, 
the movement toward public owner- 
ship will persist with increasing vigor. 
For public ownership is not a basic 
type of economic organization that the 
people of the United States adopt vol- 
untarily and enthusiastically. Rather 
they accept it with considerable resig- 
nation as the last resort when all other 
means of securing the public interest 
have failed. 
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’Tis Sad But True That 
Disagree 


Doctors 


URING the discussion of the Chi- 

cago Traction Ordinance designed 
to clarify the local transportation sit- 
uation, and after forty-seven out of 
fifty aldermen had agreed to submit the 
ordinance to the people for their ap- 
proval or rejection, a citizen wrote: 


“The proposed traction ordinance 
should be defeated at the polls 
and no doubt it will be if the voters 
examine it. It is unthinkable that 
any citizen (unless he owns traction 
securities) could support it after 
reading it.” 
On the other hand, a firm believer 
in the ordinance was equally emphatic 
in advocating its enactment. He said: 


“I cannot see how any person with 
Chicago’s welfare at heart can fail to 
endorse and actively support the trac- 
tion ordinance.” 


We are not concerned with the merits 
of the Chicago ordinance, but are in- 
terested in the statements of these two 
citizens, both of whom seem to believe 
that there must be something wrong 
with everybody who differs from them 
on the ordinance question. 

Each of these citizens evidently at- 
tributes improper motives or lack of 
wisdom or reasoning power to those 


who venture to differ from his view of 
the question. 

But there may be differences of opin- 
ion on a great variety of questions with- 
out dishonesty; and the relative intel- 
lectual capacity of those who differ is 
usually a debatable question difficult of 
satisfactory demonstration to the per- 
sons involved. 

We once heard a heated argument 
over the question whether a robin hops 
like a sparrow or runs along the ground. 
Both debaters had observed the way the 
two birds used their legs, but each 
came to a different conclusion about it. 
Each, apparently, had a supreme con- 
tempt for the opinion of the other. 
Neither, however, could accuse the 
other of bias or improper motives. It 
was an honest difference. 

If we have learned that a man may 
fail to agree with us without being 
either a crook or an imbecile, we have 
learned something worth while. 

If we advance in the acquisition of 
knowledge to the point where we ap- 
preciate that no matter how well we 
may regard our own reasoning facul- 
ties, there is a chance that we may be 
wrong and the fellow who differs from 
us right, or that possibly both may be 
wrong, we have learned something still 
more valuable. 








The Substitution of Securities 
by Holding Companies 


Oo" of the problems that immediately confronts our legislatures as 

well as the regulatory Commissions is that of regulating the cor- 

poration that acquires the securities of another corporation—particu- 

larly of a utility corporation—and disposes of its own securities to the 

public in their stead. This article points out what some of these 
problems are. 


By KENNETH FIELD, Pu.D. 


ASSISTANT PROFESSOR OF BUSINESS ECONOMICS, 
UNIVERSITY OF COLORADO 


NE of the outstanding irritants 

() in the current agitation over 

utility regulation—especially 

electric utility regulation—is the prob- 
lem of the holding company. 

Much has been said under oath and 
not under oath, and many volumes 
have been written on the merits and 
demerits of these corporations which 
have grown to be such an integral 
part of the electrical industry, and 
exercise such marked control over the 
operations of their utility subsidiaries. 
But it is possible that more attention 
might well be given to the extent to 
which the control over the operating 
units by the parent holding concerns 
really exists and the methods or 
financial procedure by which it is ac- 
complished. 


ppc paneer the substitution 
of securities is the almost uni- 
versal means of achieving holding 
company control. 

By “substitution of securities” is 
meant the process by which one cor- 
poration acquires the securities of oth- 
er corporations and disposes of its 
own securities to the public in their 
stead. Indeed, the history of substi- 
tution of securities in the electric light 
and power industry is really a history 
of the development of holding corpo- 
ration systems, and the development 
of these systems has been one of the 
most important factors in the progress 
of this industry during more than a 
quarter of a century. 

Any careful analysis of security 
substitution cannot fail to bring two 
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questions clearly into view. There- 
fore, this study examines the subject 
of substitution of securities in two di- 
rections to determine: 

(1) What economies may be ob- 
tained through substitution of securi- 
ties? 

(2) Does substitution of securities 
motivate concentration of control in 
the electric light and power industry? 

Of course, there are other methods 
by which a holding company may ob- 
tain control of an operating utility 
aside from the direct substitution of 
securities as between the holding com- 
pany and the stockholders of the op- 
erating utility. There is nothing to 
prevent, for example, a holding com- 
pany from paying spot cash for the 
stocks of the utility in open market. 
Then too, control may be acquired by 
a combination of direct security sub- 
stitution and cash purchase. 


I any event, however, these activi- 
ties, from the standpoint of the 


owner or purchaser of common 
stocks, have two results in common: 
first, the stocks of the controlled com- 
panies are withdrawn from the hands 
of the purchaser of common stocks; 
second, the securities of the holding 
company are substituted in the hands 
of the purchaser of common stocks 
for the stocks of the controlled com- 
panies. So it is obvious that, in the 
final analysis, as far as the stock-buy- 
ing public is concerned, holding com- 
pany control is always attended by a 
substitution of securities. 


eae principle of substitution of 

Securities may be applied like- 
wise to other types of securities of 
controlled companies. 


For example, in 1927 the People’s 
Light & Power Corporation held all 
the stocks and bonds of fourteen sub- 
sidiary corporations.’ Likewise, in 
1926 only nine of sixty-four compa- 
nies in the Republic Railway & Light 
Company system had securities out- 
standing in the hands of the public.* 

In effect, therefore, the holding 
company substitutes large issues of 
its securities in the place of many 
small issues of subsidiary companies. 
It is by this process that the chief 
economies obtained through substitu- 
tion of securities arise. Large security 
issues make economies possible be- 
cause it costs less, per dollar obtained, 
to underwrite large issues than it does 
to underwrite small issues; further, 
securities of large issues tend to be 
bought and sold more frequently than 
do those of small issues. The frequent 
buying and selling of securities makes 
them more marketable if the investor 
wishes to shift or dispose of invest- 
ments, and also makes them more val- 
uable as collateral because their mar- 
ket value can be more readily ascer- 
tained.* Thus, the very process of 
substitution tends to stabilize the 
market price of securities. 


1Poor’s Public Utilities Manual, 1927, p. 
2358 


2 Electrical World, pp. 1039-1040. 

8 There are also certain losses in connection 
with the substitution of securities. The costs 
of acquiring the control of outstanding stocks 
and of substituting new securities for them 
are some of those losses. However, most of 
the electric light and power operating com- 
panies are now controlled by holding compa- 
nies, so that new substitutions represent shift- 
ing between holding company systems or 
growth requirements which can be effected 
with considerably less cost. Indeed, the 
$250,000,000 of new common stock equity 
money which the industry requires annually 
represents little more than simple kkeep- 
ing transactions in so far as the relations be- 
tween most holding companies and operating 
companies are concerned. 


223 





PUBLIC UTILITIES FORTNIGHTLY 


a addition to the advantages 
which come to the stockholders of 
holding companies purely from in- 
creasing the size of issues sold to the 
public, the substitution of one issue 
for the issues of many companies 
makes that large issue depend upon 
the properties of several companies. 
In many cases these properties are 
subject to different economic condi- 
tions. 

One company may depend chiefly 
upon the requirements of agricultural 
communities; another may supply a 
primarily manufacturing district; an- 
other may depend chiefly upon mining 
requirements. The prosperity of these 
various districts may vary from time 
to time ; but it is not likely that all sub- 
sidiary companies will have bad years 
at the same time or that all will have 
good years at the same time. 

Therefore, the total effect of com- 
bining several companies is to make 
the prosperous earnings of one com- 
pany offset the poor earnings of an- 
other company during the various ups 
and downs in the earnings of the in- 
dividual companies. 

For example, the Associated Gas & 
Electric Company divides its territo- 
ries into eight groups. In 1927, one 
of those groups had a total decline in 
the output of electricity of approxi- 
mately 16 per cent. However, the 
other seven groups showed an increase 
varying from 4 to 16 per cent. The 
canceling of one group against anoth- 
er showed a total gain of 6 per cent.* 


* New York Times, April 4, 1928, p. 38. 
The Associated Gas & Electric System con- 
tained 9 groups at the time of this report, but 
the New England group is not controlled di- 
rectly by the Associated Gas & Electric Com- 
pany. Since that time, other properties have 
been added to the system. 


Likewise, B. C. Cobb, vice president 
of the Commonwealth Power Corpo- 
ration, stated with reference to that 
corporation that, “Business conditions 
in some sections of the territory 
served were rather spotty in 1927 but 
as these conditions were more than 
offset by favorable situations else- 
where, the corporation had a success- 
ful year.” 


C is evident, therefore, that a single 
security of holding corporations 
represents the same diversification of 
economic conditions that would be 
represented if the individual investor 
purchased securities in the individual 
subsidiary companies in the same pro- 
portions as exist in the holdings of the 
control company. The wealthy inves- 
tor is in a position to buy such a diver- 
sified group of securities, but the small 
investor does not have sufficient capi- 
tal to diversify his investments so ex- 
tensively. 

The bringing of equities in many 
companies under a single security is- 
sue of a holding company permits the 
same diversification that the wealthy 
capitalist is able to obtain, plus the 
further advantage that the securities 
of the holding corporation may be is- 
sued in sufficiently small denomina- 
tions for the small investor to pur- 
chase them. The small investor is 
thereby given the benefit of diversifi- 
cation that it would not otherwise be 
possible for him to obtain.’ By thus 
giving the small investor a security 

5 The securities of a pure investment trust 
would give the small purchaser diversification 
of economic conditions plus diversification 0 
management of the underlying properties. 
However, the investment trusts in this coun- 
try have not yet reached the strength and 


maturity of policy that are found in the bet- 
ter public utility holding corporations. 
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Stock Ownership Policies of Holding Corporations 


(Source: Poor’s Public 
Utilities Manual, 1927.) 
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North American Light & Power Co. ............cceeeeees 
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ublic Service Corp. of New Jersey 
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t These percentages are for amounts of stock which are intra-system owned. One cor- 
poration does not necessarily own all the stock of a company which is intra-system controlled. 

* These companies have bonds or notes. 

§ These companies have preferred stock. 
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that represents a broad diversification 
of underlying economic conditions, 
the market for the holding company’s 
securities is broadened and its securi- 
ties may be sold on a more favorable 
basis than could the securities of many 
underlying subsidiary companies. 


HE chart on page 225 shows 

that in the cases of 93 per cent 
of the subsidiaries listed, the system 
holding corporation owns substantial- 
ly all of the common stocks. This 
chart contains data on 45 of the larger 
holding corporation systems. It 
shows the extent of intra-system com- 
mon stock holdings only with refer- 
ence to those subsidiaries for which 
such information was available in fi- 
nancial statements ; but, in most cases, 
common stock ownership information 
with regard to all important subsidi- 
aries was available. The policy of 
owning substantially all the common 
stocks of subsidiaries is typical of the 
entire industry. 


yramere factors have promoted the 
acquisition of control in connec- 
tion with the application of the prin- 
ciple of securities substitution to the 
common stocks of electric light and 
power companies. Three of the more 
important factors have been historical 
circumstance, exigencies of manage- 
ment, and the necessity of controlling 
dividend policies of underlying com- 
panies. 

In the early days of the electric 
light and power industry it was very 
difficult to sell the common stocks of 
the operating companies. This diffi- 
culty in financing operating companies 
prevented the purchase of equipment. 
Therefore, manufacturers, in order to 


sell equipment, adopted the policy ci 
accepting the stocks of operating com- 
panies in part or full payment for 
equipment.® The lack of a market for 
these stocks caused them to accumu- 
late in the hands of equipment manu- 
facturers with the result that much of 
the capital of equipment manufactur- 
ers became tied up in the securities of 
various operating companies. 

This situation led the General Elec- 
tric Company to organize the Electric 
Bond and Share Company. The pur- 
pose of the Electric Bond and Share 
Company was to finance operating 
companies in order to relieve the Gen- 
eral Electric Company of the necessity 
of making burdensome purchases of 
their securities. The method fol- 
lowed by the Electric Bond and Share 
Company was that of developing 
holding corporation systems. Since 
the primary purpose of these early 
holding companies was to provide a 
market for common stocks, it was 
only logical that the holding corpora- 
tions should acquire substantially all 
of the common stocks of the compa- 
nies in which they held interests. 


Fe guicooncy factor which has pro- 
moted the acquisition of control 
in connection with the diversification 
of common stock holdings is the rela- 
tion of management to earnings on 
common stock. Common stock earn- 
ings are the residue after payment of 
all operating costs and preferred 
claims including interest on bonds and 
notes and dividends on preferred 
stock. The amount of this residue 
fluctuates according to the efficiency 
or inefficiency of the management. 


® See the Federal Trade Commission Re- 
port: “Control of Power Companies,” p. 
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ULTIMATE 
Ho.p1ne 
CoMPANY: 
Torat CaprraL 
$25,000+ 








INTERMEDIATE } CONTROLLING 
Hotpinc Company: SHARES 
Torat CapiTraL COST 











OPERATING CONTROLLING SHARES 
Utiiry: 


ToraL CAPITAL S COST § 50,000+ 
$100,000 2 











THIS TYPE OF PYRAMID IS USED TO OBTAIN CORPORATE CONTROL 


The above figure shows how it is possible for a small investment such as 
slightly more than $12,500 to control, by mgans of holding companies 
capitalized on controlling stock holdings, a $100,000 operating utility. 





GENERAL PREFERED! COM MON 
STOCKS 1 STOCKS 

EARNINGS, PAY , YIELD 
15% or 7% 1 23% 


Caprrat, (#875)! (#23875) 
($3,750) ; 


PREFERRED | COMMON 
GENERAL Earnincs, - STOCKS ' STOCKS 
11% oF CaprraL PAY YIELD 
($5,500) I5% 
(#4750) | (#3750) 

















@uumee, + COMMON STOCKS 


EARNINGS, : oo DA oe ge — YIELD 11% 
9% or CaprTaL [ oe . 5 
($9,000) oe : acacia 














THIS TYPE OF PYRAMID IS USED TO INCREASE DIVIDENDS ON 
COMMON STOCK 


Using the same capital structure of the three companies in the first pyra- 

mid, the second figure shows how, by capitalizing the holding companies 

on purely common stock holdings, it is possible to magnify many times 

the earnings on utility common stock where such earnings are in excess 
of its dividends on preferred stock. 
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Hence, the common stockholder has a 
very great interest in the efficiency of 
management. 

The interposition of a holding cor- 
poration as the holder of the common 
stocks does not eliminate this interest 
in management, for the holders of the 
securities of the holding corporation 
are still dependent on the earnings of 
the common stocks held by the holding 
corporation for the return on their 
holdings. Consequently, the interests 
of the purchasers of holding corpora- 
tion securities require that the operat- 
ing companies in which the holding 
company has made investments be ef- 
ficiently managed. For example, “It 
is claimed that after the formation of 
the American Gas & Electric Com- 
pany in 1907 prospective investors in 
the securities demanded assurance that 
subsidiary operating power companies 
should be furnished with proper engi- 
neering and management service be- 
fore they would invest.”7 In order 
to be able to dictate management pol- 
icies, the holding corporation must 
control the companies whose stocks it 
holds. 


A FURTHER factor that promotes 
the acquisition of stock control 


7 Federal Trade Commission Report: “Con- 
trol of Power Companies,” p. 74. 
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in connection with the application of 
the principle of securities substitution 
to common stocks is the practice of 
thinning equities. 

It has been noticed that the integra- 
tion of stock holdings in many prop- 
erties tends to produce combined hold- 
ings which exhibit much more regu- 
lar earnings than do the underlying 
properties taken separately.~ Such 
regularity of earnings permits the 
holding company to issue bonds and 
preferred stocks carrying lower rates 
of return than the rate received on the 
total investment. 

This practice of issuing bonds and 
preferred stocks is known as “thin- 
ning the equity.” It is profitable to 
the common stockholders of the hold- 
ing corporation because it permits 
them to receive as dividends or accu- 
mulated surplus, not only the rate 
earned on the total investment, but, in 
addition, an amount equal to the dif- 
ference between the rate earned on the 
total investment and the rate paid on 
bonds and preferred stocks. 

For example, the American Power 
& Light Company earned 14.53 per 
cent on its total investment in 1924, 
but by thinning the common stock 
equity it earned 34.81 per cent on its 
common stock equity. In 1925, the 
corresponding figures were 15.80 per 


single security issue of a holding company permits the same 


q “The bringing of equities in many compauies under a 


diversification that the wealthy capitalist is able to obtain, 
plus the further advantage that the securities of the hold- 
ing corporation may be issued in sufficiently small denomt- 
nations for the small investor to purchase them. The small 
investor is thereby given the benefit of diversification that 
it would not otherwise be possible for him to obtain.” 
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cent and 40.50 per cent. Likewise in 
1924, Standard Gas & Electric Com- 
pany earned 14.77 per cent on its to- 
tal investment and 55.22 per cent on 
its common stock equity. 


I’ is the practice of the majority of 
the larger holding corporations to 
thin equities in this way. Referring 
again to the chart, it will be seen that 
30 out of 43 holding corporations had 
bonds and/or notes outstanding in 
1927.2 In addition, 38 of these 43 
holding corporations had preferred 
stock outstanding. 

Furthermore, it should be noted 
that several of these holding corpo- 
rations have subsidiary holding corpo- 
rations which likewise issue bonds and 
preferred stocks in the same manner 
as do the system holding corporations. 

For example, National Power & 
Light Company controls Lehigh Pow- 
er Securities Corporation. The latter 
holding company controls Lancaster 
County Railway & Light Company, 
Lehigh Valley Transit Company, 
Pennsylvania Power & Light Com- 
pany, and several smaller companies. 
The capital structure of both National 
Power & Light Company and Lehigh 
Power Securities Corporation contain 
common stock, preferred stock and 
bonds. 

So far have equities been thinned in 
some holding corporation systems that 
a slight decrease in the earnings of the 
subsidiaries would cause a_ very 
marked decline in the earnings of the 
top holding corporation. To illus- 


trate: a decline of 12 per cent in the 
het earnings of the American Water 
Works & Electric Company in 1925 


_* All data are based on Poor’s Public Util- 
ties Manual for 1927. 
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would have impaired earnings on pre- 
ferred stocks ; and a decline of 18 per 
cent would have prevented earning 
bond interest.® 

If, at the same time that earnings 
were declining, the operating compa- 
nies should adopt exceptionally con- 
servative dividend policies, holding 
companies would find it exceedingly 
difficult to meet their obligations to 
bond and preferred stockholders. 
Were the control of the operating 
companies not held by the holding 
companies which had made invest- 
ments in them, it would be within the 
power of the directors of the operat- 
ing companies to cause the financial 
embarrassment of such holding cor- 
porations by withholding dividends. 

It appears, therefore, that the ex- 
tensive thinning of equities by means 
of a holding corporation would be ex- 
ceedingly risky if such holding corpo- 
ration did not also control the compa- 
nies in which it held equities repre- 
sented by stocks. 


— up, it may be said that 
substitution of securities gives 
rise to important economies. These 
economies are partly economies of size 
and partly economies of diversifica- 
tion. These economies have motivat- 
ed concentration of financial control, 
first, because large quantities of secu- 
rities had to be consolidated to obtain 
the advantages of size and diversifi- 
cation; and second, because financial 
control alone makes possible that dic- 
tation of management and that direc- 
tion of dividend policies which are es- 
sential to extensive thinning of equi- 
ties through security substitution. 


8 Computed from the income statement in 
Poor’s Public Utilities Manual, 1927, p. 1582. 




















The Value of Commission Regu- 
lation to the Street Railways 


WAS particularly interested in the article 
by Mr. Francis X. Welch on “The Fu- 
tility of Commission Regulation of Street 
Car Fares.” He makes out a very good case, 
but I think that the street railway industry 
would very much prefer regulation than, to 
be put beyond its pale. While railway of- 
ficials and Commissions may disagree as to 
the rate of fare which railways properly may 
charge, they are protected in so many ways 
by regulation that the lack of it, it seems to 
me, would be disastrous to them. 
—Harotp E. West, 
Chairman, Maryland Public 
Service Commission. 


ze 


The Unique Experiment in 
Street Car Fares in 
St. Louis 


HAVE read with interest the editorial ap- 
pearing in the June 12th issue entitled 
“Street Railways and the Service Charge,” 
dealing with St. Louis car fares. Perhaps 
the readers of your magazine might care to 
hear more about this much-discussed trac- 
tion rate experiment. The historical back- 
ground of this experiment is interesting. 
Faced with the same problems that all 
other municipal transportation companies 
have been faced with for a number of years, 
it never occurred to the management of the 
local company to do anything else than what 
the companies in other cities were doing— 
ask for the highest possible valuation, and 
then for the highest possible rate of fare to 
keep pace with it. The last valuation fixed 
by the Public Service Commission, $63,500,- 
000, was so high that it was out of the ques- 
tion that the company could earn the author- 
ized return of 7 per cent, plus, at any rate 
of fare the public would have been willing 
to pay. At the time the valuation was fixed 
(June 20, 1928), the company was allowed 
a straight 8-cent fare. The valuation fixed 
was as of January 1, 1927. 
The earnings of the company having con- 
tinued to fall off, a new rate schedule was 


OUT OF 
THE MAIL BAG 
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filed, providing for a straight cash fare of 
10 cents and four tokens for 35 cents, which 
was suspended by the Commission at our 
instance. It was then that Mr. Porter, the 
engineer member of the Public Service Com- 
mission, and Mr. Duffy, one of the Commis- 
sion’s engineers, suggested that the same 
principle which has been applied to other 
utilities, of giving the regular users an ad- 
vantage in the rate, be applied to the street 
car company. After a number of confer- 
ences, at each of which the management of 
the street car company expressed the fear 
that the plan would ruin them, it was agreed 
that a schedule calling for a 10-cent cash 
fare, a twelve-ride ticket for 90 cents, and 
extra rides at 5 cents to the holders of tick- 
ets, should be put into effect for an experi- 
mental period. This period was extended 
from time to time until December 30, 1929, 
when, upon the representation to the Com- 
mission that its revenue was inadequate, the 
company was permitted to increase the charge 
for the 12-ride ticket to $1. 

During the earlier negotiations, and while 
the company was objecting to the proposed 
plan, it estimated that a maximum of one- 
third of its riders would pay the 10-cent 
fare; that, more likely, the proportion would 
be about one-fourth, and it was urged that 
this would be confiscatory. Strange to say, 
throughout the period in which both the 90- 
cents and the $1 charge for the 12-ride tick- 
ets have been in effect, the proportion of car- 
riders paying the 10-cent cash fare has run 
over 40 per cent. Whether this is due to 
improvidence or to a feeling on the part of 
many riders that their weekly bill may be 
cut down by occasional lifts from automo- 
bilists, is difficult to say. The fact, however, 
remains, and has been commented on at each 
of our subsequent conferences. 

The reaction to this plan on the part of 
the public has been very favorable, and there 
was practically no resentment even at the 
increase in the cost of the weekly ticket from 
90 cents to $1. 


HAT this experiment in the making, of 

street car fares shows, in my opinion, 
is that a great deal can be accomplished by 
the operators of street car systems by adopt- 
ing innovations occasionally, such as are 
adopted by the managers of any other form 
of business. The public gets tired of same- 


















ness and needs a little variety, and it is an 
excellent way to create good will. The trans- 
portation companies have undoubtedly done 
a great deal to disturb friendly relations be- 
tween themselves and the public by their in- 
sistence on higher rates, based only too often 
on fictitious valuations, instead of offering 
the public something new in the shape of a 
new type of car or a special service or a fare 
concession, ‘which would bring the riders back 
on the cars, or at least would do what our 
experiment has done—stop the swift down- 
ward glide in revenue. 

The great trouble all over the country 
seems to be that, instead of being looked up- 
on and conducted as community enterprises, 
primarily in the interests of the community, 
the transportation systems are the subject of 
financial promotion and manipulation. They 
are bought at a bargain and immediately the 
effort is made to establish a value for rate- 
making purposes, which is based on the 
wholly erroneous assumption that anyone 
would invest in a losing business the amount 
it would cost to replace its property at pres- 
ent-day figures. 

The present fare arrangement is still an ex- 
perimental one, but at the present writing it 
is so satisfactory to the company, as well as 
to the public, that there is little prospect that 
it will be disturbed. 

—Jurius T. MuencH 
City Counselor of St. Louis, Mo. 
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The Number of Municipal 
Power Plants in the 
Bay State 


THINK I should call to your attention a 

misstatement in Dr. Ralph L. Dewey’s 
article entitled, “The Municipal Plant; Is It 
Coming or Going?” in the June 12th issue. 
On page 721 he states, in relation to the 
municipal plants in Massachusetts, that “after 
1914, in spite of a slight growth in the num- 
ber of establishments from 39 in 1914 to 42 
in 1926, the ownership of generating equip- 
ment so declined that no municipally owned 
generating plant remained in 1923.” As a 
matter of fact, in 1923 there were 10 munici- 
palities in Massachusetts owning generating 
plants, and these a generated, in 
that year, over 000,000 kilowatt hours. 
In 1929 there still paren sok nine municipal- 
ly owned generating plants, which, during 
that year, generated over 58,000,000 ‘kilowatt 
hours. 

While it is true that there has been a trend 
toward the purchase of electricity by mu- 
nicipal plants in Massachusetts, it is also 
true that the same trend has taken place in 
relation to private electric companies. 


—Henry C. AtrTwitt, 
Chairman, Department of Public. Utilities, 
Commonwealth of Massachusetts. 





Just Facts 


THE per capita consumption of electricity in England is 195 kilo- 
watt hours, as compared with 800 kilowatt hours in the United 


States. 


Nearty 70 per cent of all manufactured gas sold in the United 


States is used in homes. 


2 


THE public has invested about $11,031,000,000 in electric light and 


power utilities in this country. 


2? 


THE :loftiest customer of a gas utility in the world is the res- 
taurant on the 71st floor of the Chrysler Building in New York. 


2 


Ir is estimated that the production of electricity throughout the 
world at the present time is well in excess of an annual rate of 


300,000,000,000 kilowatt hours. 


2 


THE special train, carrying 200 delegates to the National Electric 
Light Association’s convention in San Francisco, left New York 
equipped with 100 radio receiving sets in operation—one in each 
compartment. 
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What Others Think 





Political Interference With the Work of the 
State Commissions 


FTER more than two decades of ef- 

fective regulation of public utili- 
ties by State Commissions, designed to 
take regulatory questions out of poli- 
tics, regulation has again been drawn 
back into the field of political agitation. 
Says ex-Justice William L. Ransom: 


“In the forums of political controversy 
the claim is still reiterated that state regu- 
lation has broken down, in the sense that 
it has not proved sufficiently drastic for 
vote-getting purposes; and assurances are 
given that ways and means will be found 
of making it more effective to the extent 
of accomplishing rate reductions regard- 
less of merits and the effect upon service. 
In the same arena agitation and candidacy 
still disregard the declaration of the na- 
tion’s highest court that ‘it is the settled 
rule of this court that the rate base is 
present value;’ and efforts persist for the 
arousing of public opinion in behalf of the 
overthrow of that ‘settled rule.’ Mean- 
while, state regulation itself moves on to 
consider new and more urgent tasks, and 
there seems to be a prospect that agitation 
under way in some of the states will have 
little or no relation to the developments 
immediately ahead. In the long run and 
in the final analysis, the public interest will 
be paramount and will continue to have its 
way as to the public utilities, and nothing 


them which cannot continue to meet this 


be moving forward to the consideration, 
and perhaps the solution, of problems still 
unsettled—problems which call for fresh 
thinking, and which go to the very founda- 
tions of public utility service provided by 
private capital and management under 
thoroughgoing public control. Familiarity 
with the development of the public utility 
business during the past decade leads 
strongly to the conclusion that although the 
last word has not been said, nor the ulti- 
mate attained, in the methods and bases of 
public control, the constructive steps for- 
ward are most likely to have their origins 
in the day by day work of the State Com- 
missions, and the orderly review of their 
determinations by the state and Federal 
courts to such extent as occasion may 
arise. 

“From the point of view of customers 
and investors alike, the potentialities of 
progress may most probably be found in 
the way in which the Commissions and 
their expert staffs are tackling the real 
problems of public control. None of the 
dynamic agitations in progress in New 
York, Pennsylvania, or Massachusetts, 
seem likely to have practical conse- 
quences as far-reaching as will some of 
the controversies that are under consid- 
eration by the Commissions of those and 
other states in the nature of immediate 
and unsettled problems in public utility 
regulation.” 


should be considered finally settled as to 7 whole controversy turns upon 


test of conformance to the genuine public 
interest; but a good deal of the present 


what is desirable in the public in- 


terest. The general public does not 


agitation as to the utilities seems strangely understand and will take little interest 
unrelated to what is actually taking place in fine spun differences of opinion as to 
concerning them, under the fresh leader- the details of state regulation, although 


ship of those charged with public and pri- 
vate responsibility.” 


it is necessary for experts to consider 
them. What the average citizen is in- 


; Meanwhile the Commissions are go- __ terested in is what the service costs him, 
ing ahead, solving real problems, in the or how much he gets for his money. 


interest of the public welfare. Judge 


The agitation against the Commis- 


Ransom continues: sions is not likely to provide much of a 


“In the face of recurrent and acute agi- 
tation, sometimes directed unreasonably 


sensation, outside of comparatively 
small groups. The Commissions have 


against itself, state regulation seems to the facts. Their work has been con- 
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structive. Its benefits have been so 


substantial that the edifice cannot be 


blown down by trumpeting. 
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Nores on THE ALLEGED BREAKDOWN OF Com- 
MISSION REGULATION oF UrtiLities. By Wil- 
liam L. Ransom, the Annalist. June 6, 
1930. 





A New Plan for Regulating 
Standards of Gas Service 


AS is now measured by cubic feet. 

The rates are so much per thou- 
sand cubic feet. Perhaps that was a 
fairly practical yardstick in bygone days 
when practically all of the city gas 
plants used artificial gas. But now that 
natural gas either in a pure or mixed 
form has come into such extensive use, 
experts are beginning to question the 
adequacy of the cubic feet measure- 
ments so universally adopted by the 
State Commissions - throughout the 
country. 

In an oral statement issued June 
26th, Mr. E. R. Weaver, chief of the 
gas chemistry section of the United 
States Bureau of Standards, Depart- 
ment of Commerce, said that a change 
from the old measure to a new meas- 
ure based on the heat content of gas 
consumed is desirable. 

Mr. Weaver tells us that the Bureau 
of Standards has been working on gas 
measurement since 1910, and that as 
early as 1912, it had reached the con- 
clusion that for all purposes except open 
jet illumination, now seldom used, heat 
value rather than cubic volume was the 
“true measure of the service rendered 
to the purchaser.” 

The measure proposed by the Bureau 
of Standards would charge the consum- 
er according to the number of heat units 
employed. The unit of measurement is 
the well known B.T.U. or British 
Thermal Unit. One B.T.U. equals the 
amount of heat necessary to increase 
one pound of water one degree Fahren- 
heit. A “therm” is 100,000 B.T.U. 

The effect of such a rate measure 
would be to prevent gas utilities from 
reducing the thermal units per thousand 
cubic feet of gas without a correspond- 
Ing reduction in rates. Under the ex- 
isting system, Mr. Weaver pointed out, 
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it is possible, because of the delays inci- 
dent to rate litigation, for a gas com- 
pany to depart from the so-called 
B.T.U. standard fixed by the Commis- 
sions, and produce the same volume of 
gas, collecting, of course, the same rate 
per thousand cubic feet from consum- 
ers, at a decreased cost because of such 
dilution. A strict thermal rate measure 
would prevent such abuses. 

Discussing the advantages of such a 
system, Mr. Weaver said: 

“A change in measurement to the therm 
or preferably to the 1,000,000 B.T.U. in- 
stead of the thousand cubic feet would be 
of equal benefit to the gas company as to 
the consumer. The utility has everything 
to gain by the change. 

“It acquires the liberty to make any 
change of equipment or operation it finds 
desirable, and it gets the whole of the sav- 
ing accomplished by the change. If it is not 
making a fair return it gets an opportunity 
to increase the return by good engineering 
management. 5 

“If it is already making a fair return it 
has the opportunity to lower the cost of its 
service and expand its business without di- 
minishing that return. In most cases in 
which economy resulted in more than a 
‘fair’ return, the utility would probably have 
the opportunity to submit a ‘voluntary’ 
schedule of reductions of rates and thereby 
rectify any apparent inequity in its rate 
structure. In any case the utility gains both 
freedom and opportunity.” 


T must be remembered that since 

there are no Federal facilities for 
putting into effect the proposed change, 
any reform along these lines is entirely 
up to the State Commissions. 

Furthermore, there is evidence that 
these state bodies have not been ignor- 
ing the responsibility if the utterances 
of individuals attached to the Commis- 
sion staffs can be taken into account. 
Mr. Martin T. Bennett, gas engineer of 


the Railroad Commission of Wisconsin, 


appears to be a whole-hearted advocate 
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of the change although he admits that 
there might be come modification in the 
application in this country of the Eng- 
lish methods. He discusses some of 
the practical details of such a change as 
follows : 


“Since the heating value is the true cri- 
terion of the value of the gas to the con- 
sumer, it would seem that the logical units 
for sale should be heat units rather than 
cubic feet. This is being done in England 
under the Gas Regulation Act of 1920 and 
it is working very successfully. This act 
allows certain companies to sell their gas 
by the ‘therm’ which is the amount of gas 
which will yield 100,000 British Thermal 
Units. There is some doubt whether such 
a system would meet with the consumer’s 
approval in this country. Probably it would 
not have fared so well in England had it 
not originated during the period of consid- 
erable stress which followed the war when 
people were still accustomed to accepting 
what was given to them in war measures. 
The disadvantage of this system is that 
meters read in cubic feet and the meter 
reading must, therefore, be multiplied by 
the heating value of the gas supplied to ar- 
rive at the ‘therm’ unit to which the rates 
are applied. It would be possible to make 
a meter read directly in ‘therms,’ but this 
would require a complicated alteration of 
the meters every time the heating value was 
changed and would make the changes more 
difficult and considerably more costly. 

“An alternative to the ‘therm’ method 
would be to allow a utility to change its 
heating value with certain restrictions and 
within certain limits without requiring any 
formal action by the regulatory body pro- 
vided that the rates were changed in the 
same proportion. This would make the 
comparison of rates rather more complicat- 
ed and would involve a change in rates per 
cubic foot which in many cases would be 
misunderstood, especially by those who 
could remember the time when heating val- 
ues were lowered all over the country and 
many companies unwisely advertised that 
the change would make little or no differ- 
ence in the consumer’s bills. 

“The writer believes very strongly that 
the ‘therm’ method of measuring gas serv- 
ice is the only correct one and is the only 
one that is economically sound. Many util- 
ity laws require the regulatory body to act 
formally on any increase in rates and, un- 
less the law will be interpreted to allow the 
above alternative method, it is the only way 
in which the present unwieldly method can 
be corrected without legislative action.” 


would work out in the face of new 
developments in the form of gas service 


be how such gas measurements 


is problematic. One new form of gas, 
known as “butane gas,” has been de- 
scribed by the same Mr. Bennett as a 
process utilizing an extremely volatile 
gasoline (composed largely of butanes) 
which can be mixed with air to produce 
a gas equal to that manufactured by 
other processes. 

The advantage of this process, of 
course, is that it is economical for con- 
siderably smaller units than have been 
heretofore considered practical. Pres- 
ent indications, according to Mr. Ben- 
nett, are that this process will enable 
groups of consumers as small as 400 to 
be served as cheaply as smaller cities are 
now served. About 200 cities with over 
5,000 population, and many more be- 
tween 3,000 and 5,000, have at present 
no gas service. Heretofore, gas plants 
in cities with less than 5,000 have usual- 
ly proven unprofitable. 


M r. Bennett visualizes great things 
as possible for the gas industry 
in the United States. He says: 


“The extended distribution of gas will 
assist the migration of industries to the 
smaller communities. More and more gas 
is coming into use with the automatic ma- 
chine productive equipment, since it is the 
most easily controlled fuel. Most industrial 
processes require heat in some part and, if 
the present trend toward cheaper gas con- 
tinues and if a lessening of the cheap fuel 
supply appears, the more efficient fuel will 
be more used. If this fuel is to be avail- 
able in the smaller cities, it will be one 
more factor leading to a healthy decentrali- 
zation of industry. 

“Much gas that could be recovered from 
coal is now sent out of chimneys of inef- 
ucient furnaces. If the demand for gas be- 
comes large enough and if the transmission 
facilities continue to increase, large gas 
plants will be located at the mine mouths to 
remove the gas and by-products from the 
coal and the remaining coke can be shipped 
for power generation and other uses. We 
may look even further ahead to the time 
when the processes for turning coal entire- 
ly into gas have become developed sufficient- 
ly to allow all coal to be first converted 
into gas at the mines. This would result 
in solid fuel becoming as obsolete as candle 
light.” 


There is no doubt but that most of the 
central states will be covered by a net 
work of natural gas lines within the 
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next five years. Northwestern Missouri 
is now served by four large lines from 
Texas and Oklahoma. Lines are now 
in St. Louis and will soon go into Chi- 
cago. According to Mr. Bennett, these 
lines may eventually connect with coal 
carbonization plants which will be lo- 
cated at the mines, and the resulting 
mixture will be distributed over still 
wider areas. Large quantities of cheap 
gas will then be available at especially 


PUBLIC UTILITIES FORTNIGHTLY 





favorable rates for high load factor 
users. 


An ADAPTATION OF THE British Gas Act 10 
AMERICAN PRACTICE AND REGULATION. By 
Martin T. Bennett. The Journal of Land 
and Public Utility Economics, May, 1930. 
Page 113. 


Economic ConsipErATIONS IN THE LOonG 
DIsTaANcE TRANSMISSION OF GAs. By Mar- 
tin T. Bennett. Journal of Land and Pub- 
= Utility Economics. February, 1930. Page 





The Problem 


of Regulating 


the Airplane 


s the law keeping up with the air- 

plane? Ever since the Wright broth- 
ers made their epoch-making flight at 
Kitty Hawk, N. C., in 1903, the legisla- 
tive mills have been laboring to bring 
forth laws covering this new field that 
was so suddenly thrown open to legal 
regulation. For example, according to 
Harry J. Freeman, prior to the legisla- 
tive years of 1928-1929, nineteen states 
had general laws expressly authorizing 
the establishment and operation of air 
ports by cities, villages, counties, and 
other political subdivisions. Since then, 
he tells us that seventeen states have 
enacted statutes on the subject, making 
a total of thirty-six state legislatures 
which have become “air minded.” 

Mr. Freeman says: 

“Aside from the state of Virginia, which 
enacted a law in 1928 that ‘it shall be un- 
lawful for any person, firm, or corporation 
to establish, maintain, or operate any air- 
port for the use of civil aircraft engaged 
in commercial aviation until a permit there- 
for shall be issued by the State Corporation 
Commission,’ it would appear that the only 
states which have no laws pertaining to the 
establishment and operation of airports of 
any character are Alabama, Delaware, 
Maine, Mississippi, Nevada, and Utah. 

It is probably safe to assume from this 
examination of the statutes that acts of 
general application authorizing the estab- 
lishment and operation of airports will 
eventually be enacted in all the states.” 


The general tenor of this legislation 
has been to stimulate the development 
of aeronautics. 


Upon this point Mr. 
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Freeman cites the state of Connecticut 
which has declared that all property 
owned by one municipality but situated 
in another shall be exempt from taxa- 
tion if devoted to the use of aircraft 
without profit. A similar law exists in 
Vermont, and Florida even proposes to 
exempt from industrial taxation until 
1948, certain manufacturing enterprises 
including the manufacture of aircraft 
products. 


SPECIALLY in the way of gasoline 
taxation has the new art of flying 
been favored. Mr. Freeman tells us 
that Arkansas, Colorado, Maine, and 
New York provide for a refund of the 
tax to aircraft operators, while Kansas 
and Rhode Island specifically exempt 
gasoline used by aircraft from such tax- 
ation. Idaho, Michigan, and Pennsyl- 
vania apply the revenue derived from 
the tax on gasoline so used to airport 
purposes. é 
Instruction in flying has not been 
neglected. As to this Mr. Freeman 
says: 

“The realization that instruction in aero- 
nautics generally is of great importance has 
resulted in the enactment of several stat- 
utes directed to this end. Thus, Tennessee 
has appropriated funds to promote the 
teaching of aviation in the state, and an 
aeronautical building at the State Univer- 
sity has been provided for in Washington.” 


Mr. Freeman also points out that 
Michigan has authorized the mapping 











of that state by means of aerial photog- 
raphy and that in California a precau- 
tionary measure against the introduc- 
tion of agricultural pests by aircraft has 
been taken by requiring the inspection 
of all aircraft entering the state. 


OWEVER, there seems to be another 
| } side to this movement for laws 
regulating the airplane. There seems to 
be some sentiment among those inter- 
ested in the development of aeronautics 
that aircraft development should not be 
hampered too much by regulation. In 
California, for instance, the State Rail- 
road Commission has authority to regu- 
late even the rates of aircraft transpor- 
tation companies. But the Aircraft 
Conference Committee in California, 
the subsection on the law of public utili- 
ties of the California State Bar, has rec- 
ommended : 

“1. That aircraft carriers be not required 
to apply to the Railroad Commission of the 
state of California for certificates of pub- 
lic convenience and necessity authorizing 
them to engage in public service. _ 

“2. That aircraft carriers be required to 
file their schedules of charges with the Rail- 
road Commission of the state of California 
and to observe the charges so filed until 
lawfully changed in the manner provided by 


aw. 

“3. That the Railroad Commission of the 
state of California be granted power to pre- 
scribe and enforce rules and regulations for 
the safety of passengers and employees of 
aircraft carriers, including specifications re- 
specting the construction and maintenance 
of air craft, rules for the licensing of pilots, 
and regulations governing the operation of 
airports.” 


In much the same spirit, Warren Jef- 
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ferson Davis expresses this opinion: 


“Those fostering aircraft development do 
not feel that the time has come to select 
which ‘fittest’ of the on-coming lot of new 
aviation companies should be the one or 
ones to survive. They are for nurturing 
all air transport companies at this particu- 
larly dramatic time in the history of air 
transport development; anything—ma- 
chines, methods, or fundamental discover- 
ies—may come out of the incubator. The 
segregation will come later, after the in- 
— of air transportation is solidly root- 


“This policy has its commendable fea- 
tures. It lies very close to backing up and 
stabilizing our own national security. For 
the first merit of any type of transportation 
is its adaptibility to the requirements of na- 
tional defense. A strong commercial air 
transport industry would be the strongest 
link in a national defense system. There- 
fore, let development—of new lines anyway 
—be unconfined.” 

These views would seem to be sound. 
The evil results from the duplication of 
facilities are not so apparent in the case 
of airplanes as, for example, in the case 
of telephone lines. Everything possible, 
however, should be done to insure the 
safety of the service. The business can- 
not prosper until it is reasonably safe, 
and the protection of human life de- 
mands that no stone be left unturned to 
prevent neglect of this important fea- 
ture of air service. Only then will air 
transit come into its own. 


State RecuLation oF Arrcrarr CoMMON 
Carriers. By Warren Jefferson Davis. 
Air Law Review. January, 1930. Page 47. 


Survey or State AERONAUTICAL LEGISLATION. 
By Harry J. Freeman. Air Law Review. 
January, 1930. Page 61. 





The Task of Teaching the Consumer 
to Use a Utility Service 


T HE public relations of business cor- 
porations is a subject which has 
held the attention of executives for a 
number of years. Upon the success of 
their efforts depends the ultimate suc- 
cess of the business. While the custom- 
ers cannot be allowed to manage the 
business, still they must be made to feel 
that the business exists for their service 
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and that every reasonable effort is being 
made to fulfil that obligation. 

Public relations of ordinary business 
houses are difficult enough; but there 
are special problems in relation to the 
business of public utilities that require 
special and delicate treatment. Say Pro- 
fessors Philip Cabot and Deane W. 
Malott : 
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“The public relations of the utility com- 
panies are not only more important but 
also more complex than those of other 
industries. With other industries public re- 
lations and customer relations are broadly 
synonymous and can be dealt with by a 
judicious combination of courtesy and 
cleverness. So far as the relations between 
seller and buyer are not in the form of 
personal contact they can be manipulated 
through advertising, which consists mainly 
in describing the goods offered for sale 
and their prices, and the harmony of these 
relations is rarely menaced except by a 
competitor against whom the seller is al- 
ways armed and on the alert. Of late 
years, it is true, some legislative bodies, 
notably the United States Senate, have been 
afflicted with an “itch” for investigation, 
but except in cases of notable successes, 
sellers as a class are immune from these 
incursions. 

“Of the public utilities, however, this is 
not true. Owing to their status as defined 
by law they are a tempting mark for every 
ambitious demagogue and, in some cases, 
particularly those of the street railways, 
interference of this character has done 
much to impair operating efficiency and to 
bedevil the relations of buyer and seller. 
Nor is this all. No seller of boots or beef 
need instruct the buyer what to do with 
them, but a major function of the seller of 
gas, electricity, or telephone service is to 
teach his customer how to use these services 
in the way most profitable to himself. 

“And there is a further problem with 
which the public utility executive must deal. 
In the case of electricity, for example, the 
things sold are invisible kilowatt hours, all 
of which, being produced and delivered by 
the same machinery, are assumed by the 
buyer to be alike. He finds it difficult to 
grasp the fact that the many uses to which 
these kilowatt hours can be put are in effect 
different articles which have different 
values to him, and for which he should 


therefore pay different prices. What he 
really buys is light, heat, cold, or horse 
power, and, although the costs of these 
articles cannot be accurately determined, a 
price differential based upon value is essen- 
tial to the complete development of service 
to all potential customers. 

“For the public utility, therefore, the 
development of a successful technique for 
presenting to the buyer all these aspects of 
his relation to the seller requires imagina- 
tion and ability of the highest order; small 
wonder then that the art is still in its in- 
fancy.” 


ty HE public relations of utility com- 
panies are undoubtedly much bet- 
ter than they were before the advent of 
Commission regulation. In the first 
place, many of the misunderstandings 
on the part of the public owing to a lack 
of information as to utility business 
have been dispelled by Commission in- 
vestigations in many cases involving 
service, rates, and other utility matters. 
The utility companies themselves appre- 
ciate the value of good relations and are 
employing various methods to obtain 
them. It is sometimes a hard and deli- 
cate task because of the “public be 
damned” legend. The public relations 
of the utility companies at the present 
time, however, are good in spite of the 
apparent political and other efforts to 
upset them. Unfortunately this fact is 
not very generally known. 


“ProBLEMS IN Pusiic Utitity MaAnacE- 
MENT.” By Philip Cabot and Deane W. 
Malott (New second edition), New York: 
McGraw-Hill Book Company, Inc. 632 
pages. 





The Effect of Utility Consolidations 
on Prices 


NE of the theories expressed by 

those who have criticized the con- 
solidation of business both in utility and 
other fields is that the ultimate aim of 
consolidation is higher charges to con- 
sumers. 

This has not been the result in the 
utility field and is hardly likely to be if 
the experience of the past is a guide. In 
other lines consolidations for the pur- 


pose of restricting output and raising 
prices have failed. Only those whose 
goal has been the greatest public service 
at the cheapest rates have been con- 
spicuous successes. 

William J. Hagenah, vice president 
of the Billesby Engineering and Man- 
agement Corporation, has given a num- 
ber of specific illustrations of how 
consolidations in the electrical industry 
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have worked out for the good of the 
consumer as well as for that of the 
industry. Here is one of them. Mr. 
Hagenah says: 


“Consider the details of one group 
located in a southern state where it serves 
174 communities. Only 4 of these have 
populations in excess of 20,000; 32 range 
from 2,000 to 20,000; 27 are between 1,000 
and 2,000; and 111 have populations of 
less than 1,000. Ejighty-two of these com- 
munities were previously served by small 
privately owned companies. Every variety 
of equipment was in use; operating 
methods were obsolete and inefficient; and 
the management often lacked ability and 
vision. Twenty-two of the properties were 
acquired from municipalities, and the con- 
ditions that obtained there were at least as 
bad. Seventy of the communities never 
had any electric service previous to be- 
coming a part of this system. 

“As soon as each of these properties was 
acquired, expert engineering and rate 
studies were made to ascertain their needs. 
In all of the communities taken over from 
previous owners it was necessary to re- 
habilitate the distribution system in whole 
or in part before adequate and efficient 
service was possible. In 65 of these 104 
communities it was necessary to make im- 
portant station or line extensions, the in- 
ability of the prior owners to finance these 
having prompted the sale to the consoli- 
dated system. In 85 communities addition- 
al equipment was provided to correct serv- 
ice defects which had previously prevented 
proper load building. Nineteen communi- 
ties, which had formerly enjoyed electric 
service only during the hours of darkness 
and were, therefore, limited to lighting uses 
only, were provided with 24-hour service, 
and complete service was supplied in the 
70 communities which previously had no 
electric service. Thirty-four small low 
efficiency stations were withdrawn from 
operation and service provided from large 
modern stations strategically located from 
which a net-work of transmission lines now 
radiates to 165 of these communities. 


(4 4 I N every instance modern rate schedules 
were put into effect. Within less than 

one year following the date of acquisition 
by the holding company, domestic rates had 
been reduced in 93 of the communities, 
averaging over 20 per cent in typical resi- 
dence bills; commercial lighting rate were 


reduced nearly 10 per cent in 74 communi- 
ties; and reductions in the general power 
rate were made in 89 communities. In most 
instances there was such a prompt response 
to the improvement in service and adjust- 
ment in rates that further reductions quick- 
ly followed. In the last ten years, in the 
residential service alone, 42 cities and vil- 
lages have received two downward adjust- 
ments in their rate schedules; 21 received 
three such reductions; 25 have had four 
reductions; 29 have had five downward 
divisions ; 30 have had six reductions; and 
in twelve communities there have been seven 
changes in the schedules, all operating to 
reduce the customers’ monthly bills. Simi- 
lar downward changes were made in the 
commercial schedules, cooking schedules, 
and power rates. 

“Further, through those reductions the 
rates were largely standardized. At the 
close of 1929, 80 per cent of these communi- 
ties were being served on a uniform resi- 
dential schedule; 71 per cent were served 
on uniform commercial lighting rates; 81 
per cent were on a uniform small power 
rate schedule; and practically all the whole- 
sale power throughout the territory served 
was furnished on a standard rate. 

“This record of performance was ac- 
complished without rate contests before the 
State Commission, but in every major step 
the co-operation of that body was had 
with a view to avoiding unnecessary ex- 
pense and hastening the day when the maxi- 
mum benefits could be enjoyed. There 
were no lengthy decisions ordering these 
reductions and no public hearings were 
found necessary. The service was im- 
proved and rates were reduced because it 
was good business to do so and with the 
State Commission’s precedents established, 
an intelligent management was able to 
apply them. It is this kind of business 
development and public co-operation that 
produces the best results for the custom- 
ers.” 

These improvements relating both to 
rates and service seem to be along the 
line of public demand. That they have 
been accomplished without expensive 
litigation is also a point in their favor. 


“PERFORMANCE OF UTILiTIes UNpeR STATE 
Recutation.” Address by William J. 
Hagenah, vice-president of National Elec- 
tric Light Association of San Francisco, 
June 19, 1930. 





“Eee the Government Keep Out of Business” is the 
self-explanatory title of an interesting and inform- 
ative article from the pen of William Atherton Du Puy in 
the forthcoming issue of Pustic UTILITIES FoRTNIGHTLY. 
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The Battle of the Street Car With the 
Private Motor Car 


HAT there is a traffic problem in 
So cities, especially the larger 
cities, everybody knows. The public is 
also aware of the fact that this has been 
created by the automobile and by the 
large number of persons who are 
anxious for transportation in private 
cars, each car taking up considerable 
space on the highway for the transpor- 
tation of a person or two. 

Charles Gordon, managing-director 
of the American Electric Railway Asso- 
ciation, points out that the average 
organization and individual traffic con- 
gestion relief is designed with the 
thought of making room for accommo- 
dating more individual vehicles rather 
than moving a larger number of persons 
conveniently and expeditiously, and 
that there is an erroneous idea that 


“The difficulty with providing individual 
transportation in cities does not end with 
the construction of boulevards. Of greater 
importance to business interests and prop- 
erty owners is the space required to store 
these cars when they are standing still. 
Certainly there never can be street space 
enough for the storage of all private auto- 
mobiles used in down-town sections and 
the taxpayers should not be asked to pro- 
vide storage space for them either in streets 
or garages. However, the small minority 
that parks its vehicles in the streets is 
asking this constantly. 

“It does not require any great engineering 
knowledge or skill to realize that the elec- 
tric railway car is the most economical user 
of street railway space today. Transporta 
tion engineers have proved conclusively 
that two railroad lines equipped with 
modern electric cars will carry as much 
traffic as four boulevards devoted to private 
automobiles.” 


Mr. Gordon calls for a balanced 


program of building traffic congestion 
relief for the greatest good of the 
greatest number. 

Street traffic is undoubtedly one of 
the great present-day problems of our 
big cities. It will be solved in time 
because it will have to be. Necessity 
is the mother of invention. Our pres- 
ent methods, like an old machine that 
has become obsolescent, will be re- 
placed by something better when the 
cost of delay and development is 
greater than the cost of the adoption 
of needed changes. 

TrarFic Concestion. An address by Charles 

Gordon at the convention of the National 


Electric Railway Association, San Fran- 
cisco, June 23, 1930. 


streets can be arranged so that it will be 
possible for everyone to ride in an indi- 
vidual motor car. Mr. Gordon says: 


“This is not the new idea in transporta- 
tion. More than 200 years ago London was 
experiencing traffic congestion for the same 
reason that it prevails in the United States 
today. This reason was that an effort was 
being made to accommodate the private 
carriage to every individual in London. 
Realizing the impossibility of carrying out 
such a plan, transportation men began the 
development of public vehicles which would 
be more economical in the use of street 
space than the private carriage. The omni- 
bus was the first step in this direction. 
Development of the horse car, the street 
car, the bus and very large vehicles using 
the minimum amount of street space 
followed. 





Shall Utility Rates Be Determined 
by Value Instead of Cost 


as is popularly believed, is really a 
competitive industry. 

The conclusion from this fact is that 
price fixing is, therefore, not as impor- 


_— time to time attention is being 
called to the fact that the utility 

siness, at least the gas and electric 
business, instead of being a monopoly, 
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tant a feature of regulation as it was 
once supposed to be. 

This, of course, is a highly contro- 
versial matter. 

Professors Philip Cabot and Deane 
W. Malott maintain that the orthodox 
methods of price determination from a 
rate base are unnecessary. They say: 


“Compared with the electric business, the 
gas business is underdeveloped. The sale 
of gas in large quantities is only just be- 
ginning, but the fields of house heating 
and industrial use seem to have the same 
economic characteristics as the electric 
power business. The field is clearly com- 
petitive; in some respects, more keenly so 
than the corresponding electrical field. Gas 
for house heating has to compete with oil 
and with solid fuel. Gas for heat treatment 
has to compete with these and also with 
electric furnaces. The buyer and the seller 
both act freely, and there seems no reason 
to doubt that, without any state regulation 
whatever, prices in this field, as in the field 
of electric power, will come to equilibrium 
at the point of maximum profit to both 
producer and consumer. 

“It is interesting to note that in the elec- 
trical industry the electric power sales are 
now more than half of the whole, and it 
seems probable that in the not distant fu- 
ture they will form as large a proportion in 


the gas industry. The cases appear to indi- 
cate: (1) that price determination in this 
field is by the ordinary competitive meth- 
ods (2) that profits are restricted to the 
competitive profits which would be earned 
in a competitive field; and (3) that, there- 
fore, so far as price determination is con- 
cerned, the orthodox methods of price de- 
termination from a rate base are unneces- 
sary. The economic method of price regu- 
lation in this field is already clearly marked 
and methods of determining price by cost 
instead of by value may be abandoned.” 


It would seem that this conclusion is 
at least true as far as the electric rail- 
way business is concerned. In the field 
of local transportation competition is so 
keen that arbitrary methods of fixing 
fares coupled with the controversies 
which always attend rate proceedings 
have not helped much to insure the 
stability of this needed service. If the 
railway companies could fix their own 
rates free from Commission interfer- 
ence, they would still be limited by com- 
petition. 

ProBLeMS IN Pusiic Utitity MANAGEMENT. 
By Philip Cabot and Deane W. Malott, 
New York: McGraw-Hill Book Co., Inc. 
632 pages. $6. 
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The March of Events 





Alabama 


Utility Objects to Rate Condition 
for New Construction 


HE Alabama Utilities Company has 

asked the Public Service Commission for 
a rehearing on the question of constructing 
a transmission line thirty miles long from 
Evergreen to Frisco City. The order allow- 
ing construction contained a condition that 
rates should not exceed the rates which would 
be proper if the company had purchased its 
current from the Alabama Power Company, 
instead of constructing its own transmission 
line. 

The utility company claims the rates fixed 
are too low and that by their application the 
company cannot earn a reasonable return on 
its investment. It asks that the Commission 
approve the rate schedule the company origi- 
nally proposed. 

The Alabama Power Company had inter- 
vened when the petition was first considered 
by the Commission and brought to the Com- 
mission’s attention the fact that the power 
company was then building a transmission 
line that would pass close to Frisco City, and 
from this line would be able to sell current 
to the Alabama Utilities Company at a rate 
lower than it would cost the company to gen- 


e 


erate and transmit it. The Commission, al- 
though holding that it could not require the 
latter company to purchase current, believed 
that it could make the purchase cost of cur- 
rent a basis for fixing rates if the Utilities 
Company desired to construct its own line. 


* 
Gas Line Hearing 


HE Commission on July 21st conducted a 

hearing on the petition of William P. 
Lewis and Horace S. Turner for authority to 
lay the necessary pipe lines and establish a 
terminal plant for furnishing natural gas 
from the Louisiana gas fields to consumers 
in the city of Mobile. The Southern Natural 
Gas Corporation, which also wants to per- 
form this service, has intervened in the pro- 
ceeding. 

At the opening session, the Commission 
ruled that it had no authority to determine 
the existence of public utility franchises as 
this is a question for the court. This ruling 
was made in sustaining objections to ques- 
tioning of the Mobile city clerk concerning 
the status of the Mobile Gas Company’s fran- 
chise. 


California 


Gas Use in Apartments 


gw pwd between counsel opposed to 
the Los Angeles Gas & Electric Corpo- 
ration at a rate hearing before Commissioner 
Carr of the State Railroad Commission on 
July 14th, according to the Los Angeles 
Times, broke out in the midst of testimony 
by Ward H. Rupp, engineer of the board of 
public utilities of the city of Los Angeles. 

Frederick Von Schrader, of the Los 
Angeles city attorney’s office rose to defend 
the witness, who had been summoned by the 
city, while Leonard Diether of the Pasadena 
city attorney’s office was rigorously question- 
ing the engineer as to the reasons for certain 
penclusions as to the use of gas in apartment 
uses, 


Company witnesses had testified that 
apartment house tenants use less gas than 
dwellers in residences. Mr. Rupp had testi- 
fied that apartment houses caused increased 
consumption because of an increased number 
of heating units in a given area, greater wa- 
ter heating requirements, and the like. When 
Attorney Diether questioned the witness as 
to the extent of observation, Attorney Von 
Schrader accused him of attempting to dis- 
credit the witness, stating: 

“If Diether is on the company’s side, I 
wish he would declare himself.” 

Mr. Rupp had earlier testified that the gas 
manufacturing plants of the company are un- 
necessary because of the great supplies of 
natural gas available to public utilities serv- 
ing the Los Angeles district. He contended 
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that properties valued at between $10,912,727 
and $11,627,911, according to the rate base 
under consideration, could be removed in 
establishing a gas charge. 

The Commission on Fuly 16th concluded its 
investigation and ordered briefs to be filed 


e 


within the following two weeks. The in- 
vestigation, which had been in progress about 
a month, was called to determine whether 
the company is earning more than 7 per cent 
to 7.5 per cent on its gas plant. Higher re- 
turns have been disapproved. 


Distri&t of Columbia 


Lower Gas Rate to Be Filed 
for Washington Patrons 


4 Washington Gas Light Company has 
informed the Public Utilities Commis- 
sion that a new schedule will be filed by Sep- 
tember Ist reducing the price of gas in Wash- 
ington. 

The company had filed, during the past ses- 
sion of Congress, a schedule of reduced rates 
conditional on the passage of a bill pending 
in Congress to merge with its subsidiary, the 
Georgetown Gas Light Company. This 
schedule would have reduced the income of 
the company $400,000 annually, assuming that 
the sales of gas remained the same. There 
would, however, be some increases in the 
bills of small consumers. No action was tak- 
en by Congress on the bill. 

George A. Wood, president of the Wash- 
ington Gas Light Company, at a meeting of 
the Federation of Citizens’ Association on 
July 21st, before notice was given to the 
Commission, promised a cut in rates regard- 
less of the success or failure of the plans of 
the company to merge with the Georgetown 
Gas Company. 


> 


Revaluation of Traction Lines 


HE decision by Judge Jennings Bailey, of 

the District supreme court, raising the 
street car fare in Washington to 10 cents re- 
sulted in the filing by People’s Counsel Rich- 
mond B. Keech of a petition for revaluation 
of the street car lines. Judge Bailey had 
held that notwithstanding the fact that an up- 
to-date valuation of the lines had not been 
presented to the Commission, there was suf- 
ficient evidence that the fares were inade- 
quate, when the last valuation of the compa- 
nies was considered with net additions to 
date and deductions for retirements and 
abandonment. 

Mr. Keech, in asking for a revaluation, 
pointed out that there had been no physical 
inventory of the property since 1914; that 
since that inventory many radical changes had 
taken place in prices and equipment as well 


as method and instruments used for putting 
trackage and other equipment and parts into 
place and operation; that since the valua- 
tion, many parts of the two railway systems 
have been abandoned or replaced; and that 
certain items of property should have disap- 
peared from the valuation account. 

The new schedules, which were put into ef- 
fect under the decision by Judge Bailey, 
called for a cash fare of 10 cents or four 
tokens for 30 cents. 

The Commission has granted the plea for 
a new valuation, and this is expected to take 
about: 18 months. 


¥ 


Commission Requires Reports 


from Taxicab Operators 


HE Public Utilities Commission has tak- 

en a hand in the taxicab situation by re- 
quiring all of the “known or suspected op- 
erators” of 35-cent flat-rate cabs to begin at 
once the monthly filing of statistics relating 
to earnings, operating expenses, capital out- 
lay, and the like, says the Washington Star, 
which continues: 

“The Commission’s letter pointed out that, 
although enforcement of the sections of its 
taxicab code relating to financial responsibil- 
ity has been held up pending court action, the 
other sections are still in full force and ef- 
fect. The section relating to taximeters has 
also been suspended by the Commission, the 
letter states, until the financial statistics of 
the companies shall have been analyzed. 


“The Commission also required the compa- 
nies to furnish it with reports of all acci- 
dents in which their cabs become involved. 

“The rates being charged by the Nickel 
Cab Company which has put 25 flamboyant 
purple cabs on the street were approved by 
the Commission. These cabs charge 5 cents 
for the first third of a mile, and 5 cents for 
each additional third, allowing five people to 
ride for this price. The rates for trunks are 
50 cents each; hand luggage is free, and the 
cabs may also be hired for $2 per hour. 

“In approving the company’s rates, the 
Commission provided that the cabs should in 
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all respects meet the standards set up by the 
Commission, and that the company operating 


them should file monthly statistical reports 
with the Commission.” 


e 


Illinois 


Progress on Car Project 


r. Samuel Insull, in an article in the 

Chicago Tribune, reviews the progress 
made towards consolidating and improving 
transit facilities in the month since the voters 
approved the car franchise ordinance. He 
points out that when the ordinance was given 
public approval all those upon whom was 
placed the burden of carrying out the provi- 
sions of that ordinance, including representa- 
tives of the city and of the several traction 
companies, concurred in announcing that ac- 
tive work should be begun at once. 

In accordance with these plans an engineer 
for the city council committee on local trans- 
portation has stated that in addition to the 
large number of engineers and others who 
had been at work for the companies on the 
extension program, he had a force of thirty 
engineers, draftsmen, and surveyors working 
on subway plans since the first week in May. 

Receivers have been appointed for the va- 
rious railways. This brings all of the sur- 
face lines under the jurisdiction of Federal 
Judge Wilkerson’s court. 

The firm of Halsey, Stuart & Company will 
be the consolidation manager in an effort to 
bring all of the various interests and owner- 
ships of the several properties making up the 
system into accord in regard to the complete 
consolidation the ordinance requires. This 
company will also be syndicate manager to 
raise ,000,000 as the initial financing for 
the consolidated company. 

Three committees were named on July 25th 
for the Rapid Transit Company, one to rep- 
resent the holders of the debentures of that 
company, a second to represent the holders 
of prior preferred and preferred stocks, and 
: ~ yy to represent the holders of common 
stoc 
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The city council has authorized the surface 
and elevated lines to spend $12,000,000 on 
improvements and extensions prior to con- 
solidation, this money to be regarded as part 
of a $65,000,000 expenditure required within 
three years from the date of acceptance of 
the ordinance. 

Mr. Insull also describes various other 
steps taken in the transit construction in- 
cluding appropriations, conferences between 
utility representatives, and plans for actual 
construction work. 


* 


Natural Gas for Central Illinois 
Opposed by Miners 


Ce business, and labor organizations of 
Illinois have protested to the Commis- 
sion, according to the United States Daily, 
against the introduction of natural gas 
through Central Illinois as proposed by the 
Panhandle Eastern Pipe Line Company, 
which has applied for a certificate of con- 
venience and necessity to construct and oper- 
ate a pipe line across the state. A hearing 
on the application has been announced for 
September 10th. 

The ground for opposition is that the sale 
and consumption of Illinois coal is absolute- 
ly essential to the prosperity of the miners ; 
that the prosperity of the coal industry is 
important to the welfare of the people of the 
state; and that competition by natural gas 
should be prevented. 

Attention is directed to the fact that the 
legislature passed an act providing for an 
Iilinois Products Commission, and that it is 
the public policy of the state to encourage 
its own industries, and, in so far as it legally 
may, prevent their prosperity being hampered. 


Kansas 


Arrest Truck Drivers Operating 
without License 


= Kansas Public Service Commission, 
says the Wichita Eagle, has opened a 
war on truck drivers operating without a li- 


cense. Two drivers on July 17th were placed 
in the county jail pending their release on 
bond, They were arrested by a transporta- 
tion inspector for the Commission and a pri- 
vate detective. The Wichita Eagle says: ~ 

“Warrants for the arrest of the drivers 
were issued by County Attorney William J. 
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Wertz after complaint had been made by At- 
torney John Blood, who represents four 
transportation agencies in Wichita which al- 
ready have obtained permits from the Com- 
mission. 

“Blood charged the men have been trans- 
oer pe merchandise from Wichita to Great 

end and Hutchinson despite the fact they 
have no permit to do so. Firms represented 
by Blood are the Arkansas Valley Interurban 
Railway Company, the Riley Truck lines, the 
— Truck lines, and the Coulter Truck 
ines. 

“ ‘These men,’ Blood said, ‘are drivers for 
a man who has been refused a permit by the 
Public Service Commission, yet who insists 


- hauling merchandise in violation of the 
aw.’ 
“First indication that the state body plans 
a vigorous war against the violators of the 
act was seen Wednesday when J. Dodson of 
Bentley was arrested and released on bond 
on similar charges, according to the sheriff’s 
office. 
“Blood said the Sedgwick county campaign 
against violators of the act is part of a state- 
wide war which has resulted in the arrest al- 
ready of more than a score of drivers. 

“Under the Kansas statutes violators of 
the provision are subject to a fine of $1,000 
and costs, imprisonment in the county jail for 
a year, or both.” 


e 
Maryland 


Ornamental Gas Holders 


ORE ornamental design and construction 

of gas holders is suggested in a report 
to the mayor of Baltimore by Charles F. 
Goob, chief engineer, says the Baltimore Sun 
in discussing an ordinance proposal to per- 
mit the gas and electric company to construct 
a gas holder. 

Opposition to plans for a steel, fire proof 
gas holder about 307 feet high and having a 
capacity of 7,000,000 cubic feet of gas has 
developed among property owners in the lo- 
cality where the holder would be erected. 
Opposition is based on the assumption that 


property values would be decreased; that the 
tank would be an unsightly addition to the 
terrain; and that the fire hazards which 
would be created would result in an increase 
of insurance rates and jeopardy to the lives 
of residents. 

Mr. Goob raised the question whether it 
would not be better to construct two holders 
about 150 feet high instead of the single hold- 
er 307 feet high. As the cost must ultimate- 
ly be reflected in the rates charged consum- 
ers, he suggested that the Public Service 
Commission be requested to undertake an in- 
vestigation of the company’s proposal and the 
expenditures involved. 
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Massachusetts 


Subway Entrance to Store to 
Stop Congestion 


LANS have been laid before the Commis- 

sion by Elevated officials for cutting an 
entrance into the Jordan Marsh Company 
store from the lobby of the Cambridge-Dor- 
chester tunnel. By this means it is proposed 
to save thousands .of shoppers the daily de- 
lay of waiting for pedestrian lights. After 
entering the store they could travel for a dis- 
tance of two blocks without adding to sur- 
face congestion. .The Boston Post says: 

“Under a contract already made with the 
Elevated, the Jordan Marsh Company would 
pay the entire cost of building the entrance 
as well as the subway show wifidows without 
reducing the space of the station platform 
for passengers. In addition the firm would 


pay rent to the Elevated for the 10-year pe- 
riod of the contract, providing a source of 
substantial income for the Elevated. 

“Approval of the plans has already been 
given by the Boston Transit Department, 
which builds and maintains the city subways. 
When no opposition to the improvement was 
advanced at the hearing the Public Utilities 
Commission took the petition under advise- 
ment.” 


* 


Gas Merger Met by 
“Monopoly” Cry 


Off to a joint petition of the Bos- 
ton Consolidated Gas Company and the 
Charlestown Gas & Electric Company for 
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their consolidation, and the issuance of addi- 
tional capital stock by the Boston company 
to carry out the merger, developed at a hear- 
ing before the State Department of Public 
Utilities in July. The Commission took the 
petition under advisement after the comple- 
tion of arguments. 

Representative Frank D. Crowley, of Chel- 
sea, objected that if the consolidations are 
allowed and the gas companies of the state 
“are gobbled up it will not be in the distant 
future that a monopoly will be created simi- 
lar to that of the Edison Company, which is 
now charging exorbitant rates to the resi- 
dents of Metropolitan Boston.” The Boston 
Transcript informs us: 

“Robert H. Holt, counsel for the Boston 
company, informed the Commission that un- 
der the agreement the Boston company would 
purchase all the property, franchises, rights, 
and privileges of the Charlestown company 
and would issue its stock to stockholders of 
the Charlestown company on a par for par 
value basis. The Charlestown company, he 
continued, has outstanding 34,000 shares of 
stock at a par value of $25 per share, all of 
which is owned by the Massachusetts Gas 
Companies. He pointed out to the Commis- 
sion that the par value of the Boston com- 
pany’s stock is $100 per share which would 


result in an excharige, m the agreement, of 
one share of its stock for every four shares 
of the stock of the Charlestown company, 
at an aggregate par value of $850,000, per- 
mission for issuance of that amount being 
requested. 

“Mr. Holt announced also that the agree- 
ment has been approved by the stockholders 
of both companies and declared the petition 
is brought in accordance with a provision of 
the General Law which permits a gas com- 
pany to purchase another. In addition to 
outstanding capital stock, he continued, the 
Charlestown company has $400,000 in mort- 
gage bonds an obligation which the Boston 
company will assume if the merger is ap- 
proved. 

“Advantages of the proposed consolida- 
tion were outlined by Dana Barnum, presi- 
dent of the Boston Consolidated Gas Com- 
pany, who declared that the Charlestown 
company would be required in the near fu- 
ture, if the consolidation is not permitted, to 
construct a new manufacturing plant. Con- 
solidation, he said, would result in economies 
in several operations of the business, would 
eliminate one organization, give the custom- 
ers of the Charlestown company advantages of 
greater facilities and better service; and would 
increase the sales of the Boston company.” 
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Minnesota 


Rates Lower for Private than 
City Utilities 


leg of a survey of 642 communities 


in Minnesota, showing that privately 
owned public utilities in the communities in- 
vestigated charge smaller rates on the aver- 
age for residential electricity than municipally 
owned utilities, according to the Minneapolis 
Tribune, were presented at a conference on 
governmental relationships at the University 
of Minnesota by Morris B. Lambie, secretary 
of the League of Minnesota Municipalities. 
The statement was based on incomplete re- 
sults of an investigation conducted by the 
league, it was said. The St. Paul Pioneer- 
Press, briefly summarizing the report, says: 

“Out of 642 cities, villages, and towns in 
the state which reported—41 companies gen- 
erated and distributed their own electricity 
and were municipally owned, 79 bought their 
electricity and distributed it over municipally 
owned systems, while 522 were privately 
owned companies. 

“Rates were highest, the survey showed, 
with the municipally owned companies which 
eoengeed their electricity and then distribut- 
ed it.” 


In the lower step, using a five-room house 
as the average residential user, it was found 
that at each point on the list the rate charged 
by the private companies on the average was 
less than those of the two municipal groups. 
But when it came to the 100 kilowatt hours 
the rates of the municipal distributing com- 
panies were almost double those of the pri- 
vate companies. 

Dr. John Bauer, director of the American 
Public Utilities Bureau in New York, ex- 
plained his theory that a new system of rate 
fixing for public utilities should be estab- 
lished by the legislatures so that rates would 
be baséd upon actual cost and not subject to 
variation. 

Under the cost system, according to Dr. 
Bauer, the Commission would not act as a 
judicial body, but would operate merely as 
an administrative agency, and the issue as to 
whether valuation cases should go into 
Federal courts or state courts would dis- 
appear. 

Dr. Bauer also advocated establishment 
of an interstate commission with adequate 
power and suitable machinery to cope 
with the interstate service as the pres- 
ent Commissions are limited to intrastate 
service, 
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Both Dr. Bauer and Edward W. More- 
house, professor in the Institute for Research 
in Land Economics and Public Utilities of 


e 


Northwestern University, advocated more 
regulation of holding companies, according 
to the Minneapolis Journal. 


Missouri 


City Given Opportunity to Ap- 
peal in Fare Case 


T2 supreme court has granted a stay of 
its order dissolving a restraining man- 
date issued by the circuit court to prevent the 
Commission from considering the application 
of the Kansas City Public Service Company 
for a 10-cent street car fare. The order is 
postponed until October 8th. The Kansas 
City Journal-Post says: 

“Attorneys in the city counselor’s office 
will start work at once, it was learned this 
afternoon, to perfect an appeal to the United 
States Supreme Court asking the high tri- 
bunal to construe the franchise of the street 
car company and determine if the agreement 
regarding fares in that contract is binding. 

“A year ago the city filed a suit with Judge 
Latshaw, asking the circuit court to construe 
the franchise issued to the street car com- 
pany. In that contract it was agreed that 
the street car company on its present sched- 
ule of fares could earn a fair and reasonable 
return on its investment with good manage- 
ment. 


“The city contends that part of the fran- 
chise is binding and that the street car com- 
pany is violating its contract in appealing to 
the Public Service Commission for an in- 
creased fare. Judge Latshaw accepted juris- 
diction in the case and issued a temporary 
injunction against the street car company and 
against the Commission to stay proceed- 
ings. 

“The street car company, however, took the 
case to the supreme court and obtained a re- 
straining order against Judge Latshaw, July 
8th the high court made that order perma- 
nent by dismissing a motion filed by the city 
for a rehearing and modification of its de- 
cision. 

“Chief Justice Ragland’s action today, 
however, stays the effective date of the man- 
date for ninety days from July 8th. He act- 
ed at the request of counsel for Judge Lat- 
shaw in order to give time to perfect an ap- 
peal to the Supreme Court of the United 
States. 

“If the appeal is granted it will have no 
effect on the pending valuation hearing be- 
fore the Public Service Commission in the 
tram car case.” 
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New York 


Service Charge in Lower Rate 
Schedules Opposed 


UBSTANTIAL reductions in electric rates in 
New York city seem to be ahead al- 
though there has been some difference of 
opinion as to the kind of schedules to be 
adopted. Matthew S. Sloan, in behalf of 
the electric companies serving the city of 
New York, proposed to cut from 7 to 5 cents 
a kilowatt hour to small consumers, with a 
service charge of 60 cents a month. 
Governor Franklin D. Roosevelt, according 
to the papers, has notified Chairman Milo R. 
Maltbie of the Public Service Commission 
that he is opposed to the 60-cent charge, and 
that he does not “believe that. it is good pol- 
icy to confuse the average small household 
consumer with monthly ‘meter charges,’ 
‘service charges,’ or any other charge over 


and above the actual charge for current.” 

The new rate proposals were also bitterly 
assailed by Louis Waldman, Socialist candi- 
date for governor, who accuses the company 
of duplicity and bad faith in making this 
kind of a rate reduction. 

Chairman Maltbie immediately arranged to 
begin hearings on the companies’ proposals. 


= 
State Toll Rates 


HE Public Service Commission, after 

dealing with the local rates of the New 
York Telephone Company, has now entered 
upon an investigation of intrastate toll rates. 
This is said to be a result of complaints con- 
cerning the difference in toll call rates be- 
tween points within the state and those be- 
tween points in New York and points out- 
side the state. 
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J. S. McCulloh, president of the New York 
Telephone Company, stated that the inter- 
state toll rates now in effect are substantially 
those in effect under the Postmaster General 
in 1919 while the telephone system was under 
Federal control; that during the past two 
or three years several rate reductions and 
changes have been made by the American 
Telephone & Telegraph Company in the rates 
charged for long-distance interstate calls, and 
the benefit of such reductions have been ex- 
tended to the subscribers of New York; but 
that during the period of rate reduction for 


ny was involved 
ommission and in 


interstate service, the com 
in proceedings before the 
the court. 

At a hearing before the Commission on 
August Ist, counsel for the telephone com- 
pany stated that a new schedule of intrastate 
rates making them conform with the present 
interstate rate will be submitted before the 
Commission September Ist, effective Octo- 
ber Ist, if approved. Chairman Maltbie then 
adjourned the meeting and set September 3rd 
for a hearing on the new rate proposals of 
the company. 


Pennsylvania 


Subway Lease Fight Heard 
by Commission 


- Public Service Commission has been 
asked to approve the two and one-half 
year Broad street subway lease, and protests 
have been made against this approval. A de- 
mand was made on July 23rd that the Com- 
mission postpone its approval pending settle- 
ment of an equity suit by the city of Phila- 
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delphia, and other proceedings, against the 
Philadelphia Rapid Transit Company and 
Mitten Management. 

Under the lease the city is to receive 
$65,000 a month from P. R. T. until Decem- 
ber 31, 1932. Meanwhile the subway is in 
operation under the terms of the agreement, 
which also provides for payment of $15,833 
per month by P. R. T. to complete back pay- 
ment of $475,000 for use of the city’s sub- 
way property. 


Wisconsin 


Suburbs Disagree with City on 
Single Fare Issue 


HE question of how large an area should 

be included in a single street car fare is 
a matter of public policy in which the courts 
have no authority to interfere, it is claimed 
by Milwaukee suburbs in a brief filed with 
the Wisconsin supreme court in connection 
with the city of Milwaukee’s appeal from the 
Railroad Commission’s so-called 10-cent fare 
decision, according to a report in the Mil- 
waukee News. The city has contended that 
suburban districts were favored by extension 
of single fare zones to the disadvantage of 
riders within the city limits, which, it is 
claimed, should have been used as a factor in 
determining rates of fare. 

The newspaper says that Attorney Gener- 
al Gabel, who presented the suburbs’ brief, 
pointed out that unless rates are shown to 
be confiscatory, courts have no jurisdiction 


to override the rail body’s decision reached 
solely upon the premise of public policy, and 
he further shows that as a matter of public 
policy large areas have been consistently fa- 
vored in fixing fares to encourage commu- 
nity development instead of community con- 
centration. The News continues: 

“The Railroad Commission, it is main- 
tained, never has laid down the policy of re- 
— city limits in fixing single fares. 

ince 1916 districts outside the city bounda- 
ries have enjoyed single fares and the recent 
decision was simply an extension of this rule, 
it is pointed out. 

“It is also argued in the brief that suburbs 
have been growing six times as rapidly as 
Milwaukee in population and two and a 
half times as fast as Milwaukee in the mat- 
ter of equalized assessed valuation of prop- 
erty. 

“A transportation company’s business has 
no binding relation to the political bounda- 
ries of a municipality, it is contended.” 
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The Latest Utility Rulings 


ALABAMA Commission: Homewood v. 
Birmingham Electric Co. (Docket No. 5854). 
A parent railway utility and a subsidiary util- 
ity operating under common management and 
control and treated by the Commission as a 
consolidated company was ordered to cease 
charging a higher rate of fare over one par- 
ticular line operated under the name of the 
subsidiary company than the rate over the 
balance of the system, where the company 
furnished no evidence to show that the oper- 
ating cost over the particular line was any 
greater than over other lines or justified the 
difference in any other way. 


ALABAMA Commission: Re River Falls 
Power Co. (Docket 5804.) Although doubt- 
ing its power to compel one utility to buy any 
part of its power supply from another, the 
Alabama Commission claimed the power of 
fixing the rates for service by an operating 
utility so as to give due consideration to 
proper and efficient management by ordering 
the rates to be such as would accrue under a 
more economical method whether or not the 
distributing utility chose to follow such a 
method. (Reviewed in this issue.) 


CaLirorNIA Commission: Re Pacific Elec- 
tric Motor Transport Co. (Deciston No. 
22558, App. No. 16228.) In granting a cer- 
tificate for motor freight operations between 
San Jose and Santa Cruz over the objection 
of the protesting carrier, the Commission ob- 
served that sudden activity in the matter of 
rendering service by an existing motor carrier 
designed to forestall competition can not be 
accepted as a proper method of measuring the 
transportation needs of a community. 


Cotorapo ComMISSION: Re _ Burodridye. 
(Case No. 527, Decision No. 2938.) A motor 
carrier hauling from one third to one half of 
all the groceries moving into Greely, Colora- 
do, although under purported written con- 
tracts with only six customers, was held to 
be a common carrier subject to regulation. 


Connecticut SupreME Court: Levitt v. 
Alling. A petition presented by one hundred 
voters to the attorney general to file a com- 
plaint for the removal from office of the 
members of the Commission for failure to 
order the elimination of railroad grade cross- 
ings in accordance with state law was held 
to impose a mandatory duty on that official 
to proceed without further exercise of his 
own discretion in the matter, where such pe- 
tition made out a prima facie case of neglect 
of duty against the accused officials. 


District oF CoLuMBIA SupPREME Court: 
Washington Railway & Electric Co. v. Pub- 
lic Utilities Commission. Two street railway 
companies operating in the city of Washing- 
ton were granted, on appeal, fare increases 


denied by the District Commission on the 
grounds that the companies failed to present 
evidence of value. The court used a 1914 
valuation and ruled that it was up to the 
Commission to make a new finding of value 
if it thought such was necessary. (Reviewed 
in this issue.) 


InpDIANA ComMIssION: Re Wetzel. (No. 
486-M.) A petition by A. C. Wetsel of 
Greenville, Ohio, for authority to transfer a 
certificate to operate a bus route through In- 
diana, which was granted to him under an 
Indiana law permitting carriers operating 
ninety days prior to the effective date of 
Commission regulation to obtain certificates 
upon proof of such operations, was dismissed. 
The Indiana Commission was of the opinion 
that its authority over such 90-day carriers 
ceased with the granting of the statutory cer- 
tificate. 


INDIANA Commission: Re Smith. (No. 
1065-M.) In granting the application of Lo- 
gan J. Smith to reroute the Union street bus 
line to Monument Circle, in the city of In- 
dianapolis, the Commission decided that cer- 
tain ordinances of the city regarding the re- 
routing of such busses were reasonable regu- 
lations adopted in the exercise of traffic con- 
trol, and did not have the effect of invading 
or superseding the jurisdiction of the Com- 
mission over the rates and service of bus 
lines. Commissioner Singleton’s opinion dealt 
at length with the respective powers of the 
city government and the State Commission 
in this regard. 


INDIANA Commission: Re LaFontaine 
Telephone Co. (No. 9971.) A petition of the 
telephone company for authority to increase 
exchange rates was denied, the Commission 
finding that the petitioner by its own act cre- 
ated the situation which required the petition 
for increased rates because of the increase in 
operating expenses. The Commission took 
specific exception to the company’s practices 
with regard to payment of salaries to officials 
of affiliated companies, as well as its depre- 
ciation accounting. 


InpIANA Commission: Re Salamonia Tele- 
phone Co. (No. 10096.) The petition of a 
telephone company for authority to increase 
rates was substantially modified, the Commis- 
sion taking considerable exception to the val- 
uation submitted by the utility and making 
substantial reduction in the utility’s claims for 
operating expenses, particularly for payments 
to its parent company. 


INDIANA ComMMIssIon: Re Pittsboro Water 
Co. (No. 10101.) In granting a joint petition 
by the town of Pittsboro and the Pittsboro 
Water Company for approval of the lease by 
the town of the water company’s system, the 
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Commission directed that one provision in 
the agreement giving free fire service to the 
municipality should be abrogated in view of 
a law prohibiting the furnishing of free util- 
ity service. 


InpIANA Commission: Re Krieg. (No. 
10113.) Floyd M. Krieg and his associates 
while engaged in the construction of rural 
electric lines and the operation of such lines 
were declared to be a menace to public safety 
in their methods and manners of construction 
and were forbidden to engage in any further 
activity in that regard without approval of 
the Commission. 


InprIANA Commission: Re Pennsylvania 
Railroad Co. (No. 10174.) Ordinance No. 
657, approved by the city council of Ply- 
mouth, Indiana, on May 26, 1930, requiring 
the railroad company to remove electric flash 
light warnings from grade crossings, and in- 
stall watchmen was found to be unreasonable 
and was vacated and set aside. 


MaryLAnp ComMIssIOn: Re Sun Cab Co., 
Inc. (Case Nos. 3057, 3088.) The Commis- 
sion adopted the recommendation of its coun- 
sel, the former Senator William Cabell Bruce, 
to the effect that it had jursidiction in the ex- 
ercise of its general statutory authority over 
common carriers to require a taxicab com- 
pany to take out liability insurance, and di- 
rected two taxicab corporations to make ap- 
propriate provisions for public liability insur- 
ance. 


Missournr Commission: Re _ Interstate 
Transit Lines. (Case No. 6602.) In denying 
an application of the Interstate Transit Lines 
for a certificate to operate from St. Louis to 
Kansas City, the Commission ruled that it 
could not base its findings of fact or render 
any decision in any procedure before it on 
anything except competent, relevant, and ma- 
terial evidence, notwithstanding a statutory 
dispensation relieving the Commission in its 
proceedings from the restrictions of technical 
tules of evidence. 


Missourr Commission: Re Gasconade 
Power Co. (Case No. 6866.) In approving 
revised rate schedules filed by a company for 
electric service in a number of communities, 
the Commission held that the utility was jus- 
tified in imposing a higher rate for electric 
service upon customers in a community which 
imposed an occupation tax as compared with 
its rates in other communities that did not 
impose such a tax. 


Missourt Supreme Court: State Ex Rel. 
Kansas City Public Service Commission v. 
Latshaw. A franchise contract between a 
street railway company and city was held not 
to prevent the Commission from fixing rea- 
sonable rates whether such rates be higher or 
lower than the rates fixed by the franchise 
ordinance, for if the city could not by con- 


tract fix the utility’s rates it could not b 
contract fix the factors which determine a 
rates, such as valuation, income, and depre- 
ciation, since the function of rate regulation 
rests exclusively with the Commission. It 
was further ruled that a statute permitting 
municipalities to enter into “service at cost” 
contracts with common carriers subject to the 
approval of the Commission, and based upon 
a finding of value by the Commission of the 
utility’s property, did not have the effect of 
taking away from the Commission any of its 
exclusive powers to regulate the rates of such 
a utility. 


Montana Commission: Crude Oil Pur- 
chasing Agency v. Continental Oil Co. 
(Docket No. 1051, Report and Order No. 
1570.) A complaint by oil shippers against 
the refusal of a pipe line carrier to accept 
part shipments from individual customers 
less than the minimum established by the 
Commission’s rules was sustained, where the 
joint shipment of one or more of such cus- 
tomers amounted to more than the regula- 
tory minimum. 


NEBRASKA ComMMISsSION: Re _ Lincoln 
Teleph. & Teleg. Co. (App. No. 8049.) A 
telephone company was permitted to publish 
a revised schedule for increased rates at its 
Seward exchange to allow for the installation 
of automatic telephone service. The new rates 
were calculated to yield a return of 6.1 per 
cent on the alleged book value of the plant 
involved. 


NEBRASKA CoMMISSION: Re Omaha & 
Council Bluffs Street Railway Co. (App. No. 
8391.) An application of a street railway 
company for increased rates was granted 
where the company’s earnings had been in- 
sufficient to pay a dividend on its common 
stock for the last twelve years, or a dividend 
on its preferred stock for the last three years. 
Although the Commission suggested that an 
increase of salary to the president of the com- 
pany from $20,000 to $30,000 a year and a 
corresponding increase in the salary of the 
general manager should be paid by the bond- | 
holders, 1t was of the opinion that a definite 
finding that such salaries were excessive was 
unnecessary in this proceeding in view of the 
fact that increased fares sought by the com- 
pany would be required even if such officials 
had donated their services. A vigorous dis- 
senting opinion was registered by Commis- 
sioner Miller. 


New HampsuHire Commission: Re Graf- 
ton County Electric Light & Power Co. 
(D-1318.) The electric utility was author- 
ized to issue 5,190 shares of its common capi- 
tal stock of the par value of $100. and to use 
the proceeds from the sale of 3,250 shares to 
retire a like number of shares of preferred 
stock, and of 1,940 shares to defray the cost 
of acquiring property and maintaining ade- 
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quate construction and improvements up to 
and including August 31, 1929. At the re- 
uest of the Commission the utility eliminated 
yawn its petition $126,827.59, representing ex- 
penditures for acquiring undeveloped water 
properties in Vermont. 


New York Pustic Service ComMMISsION: 
Re Westcott Express Co. (Case No. fst) 
Applications of the Westcott Express Com- 
pany and of the New York Transfer Com- 
pany, Inc., for increased rates for baggage 
transfer within the city of New York were 
approved. 


New York Pustic Service ComMISsSsION: 
Re Brooklyn Union Gas Co. (Case No. 
5601.) A petition of a gas utility to sell its 
coke-oven gas plant to a coke company under 
an agreement whereby the latter would fur- 
nish a gas supply to the utility for twenty 
years was denied as contrary to public inter- 
est. (Reviewed in this issue.) 


Onto Commission: Re Cambridge Home 
Telephone Co. (No. 5672.) An application 
of the telephone company for increased rates 
was denied upon a finding by the Commission 
that the rates now in effect yield a return of 
approximately 8.84 per cent on the present 
value of the property used and useful, which 
the Commission thought to be adequate. The 
Commission followed its usual policy in esti- 
mating the cost for general overhead making 
an allowance of 1.5 per cent for omissions 
and contingencies; 6.5 per cent for supervi- 
sion and tools; 7 per cent for general con- 
struction overhead; and 5 per cent for work- 
ing capital, or a total of 19 per cent. The 
Commission also found that the Midland 
Trading Company of Kansas City, controlling 
the voting stock of the operating utility, at- 
tempted to conceal excessive earnings by 
paying exorbitant and uncalled for salaries 
rather than rendering improved service to the 
public. 


PENNSYLVANIA CoMMISSION: Americus & 
Co. v. Pennsylvania Railroad Co. (Complaint 
Docket No. 8285.) In dismissing a complaint 
alleging that track storage rates applicable to 
cars containing perishable fruits and vege- 
tables in intrastate commerce were unreason- 
able and discriminatory, the Commission, 
after pointing out that the interstate feature 
of such rates had been approved by the In- 
terstate Commerce Commission, said that it 
was of the opinion that sound and adminis- 
trative policy forbid a distinction between in- 
trastate and interstate transportation in the 
imposition of track storage charges. 


PENNSYLVANIA Commission: Re Fink. 
(App. Docket No. 22598.) In refusing the 
application of a carrier for authority to trans- 
port general merchandise by motor in and 


around Philadelphia because of the existence 
of adequate facilities, the Commission ques- 
tioned the personal qualifications of the ap- 
plicant who, it was claimed, had formerly 
been identified with illegal motor carrier op- 
erations. 


TENNESSEE SuprEME Court: Nashville, 
Chattanooga & St. Louis Railway v. Hannah. 
(27 S. W. (2d) 1089.) The Tennessee Com- 
mission’s authority over the discontinuance of 
intrastate railroad passenger service was held 
to obtain only where the entire discontinuance 
of a line was proposed and it has no jurisdic- 
tion to interfere with a railroad company’s 
modification of passenger service on a par- 
ticular line. 


Unitep States District Court or New 
HampsHirE: New Hampshire Gas & Elec- 
tric Co. v. Morse. A preliminary injunction 
was issued to restrain the New Hampshire 
Commission from attempting to compel a 
Massachusetts holding concern to produce 
evidence of its intercorporate relations with 
utilities operating in New Hampshire. (Re- 
viewed in this issue.) 


Uran Commission: Re _ Bollschweiler. 
(Case No. 1170.) The Commission refused 
to grant a certificate of convenience and ne- 
cessity to a motor carrier who had violated 
the law by operating without authority for a 
considerable period. 


Wisconsin Commission: Village of Blair 
v. Northern States Power Co. (U_-3859.) In 
determining the amount of compensation to 
be paid by the village of Blair for the dis- 
tribution system of the Northern States Pow- 
er Company, the Commission ruled that com- 
pensation for the partial use of carrying dis- 
tribution lines on a pole line, to be retained 
by the power company also for carrying its 
transmission lines, should be made on a con- 
tact rental basis rather than by outright pur- 
chase. The Commission also refused to allow 
as severance damage to the company, the in- 
creased cost to the balance of its entire sys- 
tem of general overhead expenses where such 
increase would be chargeable, if at all, to its 
remaining customers and would not damage 
the utility itself. 


Wisconsin Commission: Re Wisconsin 
Hydro-Electric Co. (C-224.) The applica- 
tion of the company for a declaration that 
public. convenience and necessity required it 
to render electric service in the town of Ap- 
ple River, Polk county, was granted, notwith- 
standing existing service furnished by one 
Fred G. Ridler. The Commission found that 
the existing operator would probably not be 
able to render adequate service required by 
the development of the territory on as favor- 
able terms as the applicant. 


Note.—The cases above referred to will be published in full or abstracted 
in Public Utilities Reports. 
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The Sale of a Gas Plant to a Coke 
Company Is Disapproved 


HAIRMAN Maltbie, the new Chair- 

man of the New York Public 
Service Commission, has handed down 
a very important and decisive ruling. 

It is decisive in that it effectively 
blocks up a possible regulatory loophole 
in the jurisdiction of State Commissions 
over gas and electric utilities. It is im- 
portant because, unless reversed or 
modified on appeal, it will be an out- 
standing and valuable precedent for 
other Commissions when confronted 
with similar problems. 

This ruling came upon the petition 
of the Brooklyn Union Gas Company 
to sell its brand new coke-oven gas at 
Greenpoint, New York, to the Brooklyn 
Coke Corporation, a subsidiary of the 
Koppers Company of Pittsburgh, one of 
the principal Mellon interests. 

The gas company owns a distribution 
system in Brooklyn and recently com- 
pleted its own gas producing system—to 
wit, the Greenpoint coke-oven gas plant. 
The Commission found that without 
this plant, the gas utility would not have 
under its own control any means for 
producing a supply sufficient to render 
adequate service over its distribution 
system. 

How did the utility propose to main- 
tain service? The answer was a pro- 
posed 20-year contract whereby the 
coke company agreed to supply all the 
necessary gas to the gas utility at a 
fixed wholesale rate. 

In denying the petition, Chairman 
Maltbie pointed out that the approval 
of the transfer would be permitting the 
gas utility to put the source of its 


e 


supply beyond the control of the Com- 
mission, and into the hands of the coke 
company which was not a public utility 
and hence not subject to the Commis- 
sion’s jurisdiction. 

The Commission decided that to per- 
mit a gas utility to impair its ability 
to render adequate service in this man- 
er was contrary to public interest. The 
opinion further held that the gas util- 
ity’s duty to render adequate service 
was not satisfied by the proposed 
20-year contract with a company not 
subject to the Commission’s super- 
vision either as to rates or service. It 
was found that the remaining produc- 
tive facilities under the control of the 
gas utilities after the transfer of the 
coke-oven plant would be inadequate to 
meet the needs of the territory. 

Incidentally, Chairman Maltbie also 
made the first interpretation of New 
York state’s new law extending the 
jurisdiction of the Commission over 
holding corporations controlling operat- 
ing utilities. In answer to the conten- 
tion that the coke company would be 
sufficiently subject to the Commission’s 
control to warrant the approval of the 
transfer because of the fact that its 
parent, the Koppers Company, also 
owned a considerable amount of the gas 
utility’s stock, the chairman ruled that 
the limited jurisdiction given to the 
Commission under the new statute 
would be entirely inadequate to deal 
with the situation, and in no event 
would the Commission have the same 
control over the coke company that it 
now has over the gas utility. 
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The Inter-Utility Purchase of Power 
Supply Is Discussed 


Deg the Commission compel one 
utility to buy any part of its 
supply from another? That is an in- 
teresting question that the Alabama 
Commission was asked to deal with in 
the recent application of the River Falls 
Power Company for authority to oper- 
ate in the Frisco city area of the state. 

And it is not settled yet. The Com- 
mission, however, decided that a ruling 
on the point was unnecessary. 

The point arose when the Commis- 
sion found that it would be cheaper for 
the River Falls Company to buy its 
power from the nearby lines of another 
power company, the Alabama Utilities 
Company, than to carry it to the Frisco 
city area from its own generating plant 
by constructing a 30-mile transmission 
line. 

Hence the delicate question arose. 
Could the Commission compel the River 
Falls Company to adopt this more 
economical alternative? The Alabama 
Company was perfectly willing to sell 
and even intervened in the Com- 


mission proceedings for that purpose. 

The Commission finally concluded 
that while its power to compel one 
utility to buy its power supply from a 
rival might be doubtful, there was no 
doubt about its power to fix rates in 
accord with prudent and economical 
operating methods. 

And so the Commission left un- 
answered the difficult question men- 
tioned and granted the certificate to the 
River Falls Company upon the express 
condition that the rates to be charged 
to consumers should be based upon the 
economies that would accrue under the 
more economical operating method of 
purchasing the power supply regardless 
of whether or not the utility should 
actually adopt that plan. 

While the consumers are thus pro- 
tected by the Commission’s order not- 
withstanding the actual operating 
methods of the utility, the Commission 
observed that there was need for legis- 
lation that would leave its jurisdiction 
in such matters unquestioned. 


The New Hampshire Holding Company Dispute 


ROBABLY no development in the 

movement for stricter regulation of 
intercorporate relations of utilities and 
affiliated companies is being watched as 
closely as the New Hampshire tangle 
involving the Public Service Commis- 
sion and the insurance commissioner of 
that state—two New Hampshire utili- 
ties, two Massachusetts holding con- 
cerns, and last but by no means least, 
the Federal courts. 

The trouble started last May when 
the New Hampshire Commission, head- 
ed by its Chairman, Mayland H. Morse, 
determined to examine the intercor- 
porate relationship existing between 
two local utilities and two parent con- 
cerns domiciled in Massachusetts. The 
Commission directed ‘all four parties to 


submit all contracts, correspondence, 
and other evidence of their intercor- 
porate relations for its inspection so 
that it might decide what effect, if any, 
these affiliations had on the rates or 
service of the operating utilities. 

All four parties sought the protection 
of the Federal courts and probably won 
the first round when a statutory three- 
judge court, on July 11th, issued a 
preliminary injunction restraining the 
enforcement of the Commission’s order 
as against two Massachusetts concerns 
or their officials within the state of 
New Hampshire, and also as against the 
local utilities in so far as the order 
related to evidence situated outside of 
the state. 

This preliminary injunction, stated 
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the court, would hold the matter in 
abeyance until the court should have 
an opportunity to determine the import- 
ant question as to whether the control 
of a local utility by a foreign holding 
company was of itself sufficient to 
constitute “doing business within the 
state” so as to make the holding com- 
pany amenable to the jurisdiction of 
the State Commission. 

On the same day as this decision 
there followed a move by another de- 
partment of the New Hampshire gov- 
ernment, when John E. Sullivan, in- 
surance commissioner, who had sus- 


pended peremptorily the sale in New 
Hampshire of a $20,000,000 bond issue 
of the New England Gas & Electric 
Association, one of the Massachusetts 
concerns involved, filed an answer to 
the suit by the Association in Federal 
district court to restrain the enforce- 
ment of his order. Mr. Sullivan in his 
answer declares that the corporate set- 
up of the Association raised sufficient 
doubt about the securities to justify his 
action. 

The conflict is an important one, and 
the outcome will be watched with in- 
terest. 


7 


Washington State Bans the Telechronometer 


pee ipery service cannot be meas- 
ured out like gas, water, or elec- 
tricity. That, in the proverbial nut- 
shell, is probably the principal reason 
why the Department of Public Works 
out in Washington decided to sit down 
hard on the use of the telechronometer 
by telephone utilities in that state. 

The telechronometer is a device for 
measuring the use of the telephone in 
units of time. It has been employed in 
Washington only on the Everett City 
exchange of the West Coast Telephone 
Company, but it has been used there 
intermittently since 1921. The Everett 
subscribers never liked it and it was 
their persistent refusal to be reconciled 
to it that led the Department to take the 
step that it did—that is, to order that 
it be discontinued by October 1, 1930. 

It ought to be stated, however, that 
the West Coast Company was only a 
nominal and neutral defendant in the 
case, the real fight being carried on by 
the telechronometer interests, including 
the American Telechronometer Com- 
pany. 

The order stated: 

“The Department, as now constituted, is 


by no means convinced of the theoretical 
correctness of metered telephone service 
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and is not convinced that telephone service 
can be properly compared with electrical, 
gas, or water service where metering is 
common.” 


It was pointed out that in the other 
types of service a tangible commodity 
capable of measurement is furnished to 
the consumer, but in telephone service, 
nothing but the use of the line is offered 
and the commodity of conversation ex- 
changed, if such it be, is so intangible 
as to be incapable of metering on a cost 
basis. In the opinion of the Depart- 
ment, the record failed to disclose how 
the amount of use by a subscriber of his 
telephone has any direct relation to 
operating cost. 

The argument in favor of the device 
—that it cuts down unnecessary con- 
versation or “visiting”—was held to be 
outweighed by the restrictive effect on 
the use of the service resulting in a 
decrease in the revenue per station un- 
der the telechronometer rates. Added 
to this, the Department observed that 
the public relations of the company 
were kept in jeopardy because of the 
irritation caused to patrons who had to 
pay for metered time even during 
operating delays caused by the com- 
pany’s operators. 
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Increased Car Fares for the Capitol City 


FTER a long period of controversy, 

the Capitol Traction Company 
and the Washington Railway & Electric 
Company—Washington’s traction twins 
—have received their oft-requested fare 
increase. The increase did not come 
from the District Commission, which, 
on the contrary, denied the companies’ 
petition some months ago. The grant 
came from the District of Columbia 
supreme court on an appeal from the 
Commission’s ruling. 

The interesting point in this case—to 
outsiders at least—was the fact that the 
Commission based its refusal not, as is 
usually the case, on any finding of val- 
uation, but rather on the lack of it. The 
Commission told the two companies 
that because they had not presented any 
evidence of the value of their property, 
it could not grant the relief requested. 

In overruling the Commission’s rul- 
ing, Justice Bailey, speaking for the 
court, pointed out that the Commission 


was vested with power to initiate valua- 
tion proceedings and had taken no steps 
todo so. In the absence of such action 
by the Commission, the court took the 
last agreed valuation, which bore the 
date of July 1, 1914, and reached a 
present value figure by making appro- 
priate revisions for additions, better- 
ments, and depreciation since that date. 
Based on this figure the Washington 
Railway Company—or “Wreco” (as it 
is affectionately called by the inhabit- 
ants because of its initials) was making, 
on the rates in effect, a return of only 
4.73 per cent. The Capitol Company— 
r “Green Line” (another native nick- 
name )—was only making 3.57 per cent. 
The new rates are calculated to yield 
6.96 per cent return to “Wreco” and 
4.95 per cent to the “Green Line.” It 
seems to be agreed by all parties that 
there should be a uniform fare between 
the two companies, notwithstanding this 
discrepancy in their respective earnings. 





Believe It or Not 
(By our own Ripley) 


Satoons and Bakeries were once Public Utilities in England. 
(During the Seventeenth century the price to be charged for bread 
and beer was regulated regularly at the Bread and Beer Assizes.) 

* * * 


THousAND Springs, Snake River Basin, Idaho, which is really 
a single spring, produces twice as much water every day as would 
take care of the daily water consumption of New York, Chicago, 
Philadelphia, Cleveland, Boston, and St. Louis combined. 

* * 


Tue Oklahoma Commission ordered tei railroad station restaurant 
keeper to stop charging more money for meals to patrons without 
coats on than to patrons with coats on—AND ITS ORDER WAS 
REVERSED by the Oklahoma supreme court. (See Harvey v. 
Commission, P.U.R.1925A, 761.) 


* * * 


THE modern street car does not go as fast as the old horse cars 
used to go in metropolitan areas. (Modern vehicular traffic in 
congested districts moves at 4 miles per hour. The horse car used 
to average 6 miles per hour.) 

* ~ * 
A Buffalo (N. Y.) company storing natural gas in an abandoned 


well for use during peak demands, took 40,000,000 cubic feet more of 
gas out of the well than was put into it. (See United States Daily, 


July 15, page 1.) 
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No. 7 BOILER OUTPUT 1,000,000 bb. 


B. t. u. 
ll 


453 
1,137 
73 


N F 


Total 14,770 




















The above heat balance is from paper presented at the Summer Convention of 
the A.IL.E.E., Toronto, Ont., Canada, June 23-27, 1930, by C. B. Grady, Me 
chanical Engineer, W. H. Lawrence, Chief Operating Bagineer, and R. H. Taps- 
cott, Electrical Engineer, of The New York Edison Company. 


Boiler Unit No. 7 is one of three Combus- Analysis of the coal used in the test of No. 7 Boiler: 
tion Engineering Steam Generating units in- Proximete Anslysis (dry basis) 

stalled at the East River Station of The New Volatile == 21.5 per cent 
York Edison Company. iis Ma Se ge 72.4 per cent 


This heat balance shows the results of a “* ————————-—-———— GE Gar come 
twelve hour test run, where evaporation aver- 3-t-"- 14,770, per cont 
aged 1,000,000 Ib. per hour. For peaks, this Su!Ph 1.4 per cont 
unit has operated at the rate of 1,270,000 ieee te ead ws eed Gee eee 

Ib. per hour. 


COMBUSTION ENGINEERING CORPORATION 


200 Madison Avenue New York, N. Y. 
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